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Before the
UNITED STATE COPYRIGHT ROYALTY JUDGES
Washington, D.C.

In the Matter of: Ber
Docket No. 2011-1 . lﬁéaa?
Determination of Rates and Terms for CRB PSS/Satellite II @Oﬁ 7 i
Preexisting Subscription Services and ‘:%7&’ 045}72?
Satellite Digital Audio Radio Services QPQI
@'@o—»
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CORRECTED REBUTTAL TESTIMONY OF DAVID J. DEL BECCARO

My name is David J. Del Beccaro and I am the President and CEO of Music Choice.
I have overseen all aspects of Music Choice since the company’s inception in 1987. 1
submit this corrected testimony in connection with the above-captioned proceeding, in
which the Copyright Royalty Judges (“CRJ”) will adjust the rates for the statutory license
used by Music Choice for the public performance of sound recordings as a preexisting
subscription service pursuant to 17 U.S.C. § 114(£)(1). The reason for my submission of
this corrected testimony is to correct calculation errors in Exhibits MC 70 and 71. In the
downside projections in these exhibits submitted with my original rebuttal testimony, Music
Choice’s video revenue and certain costs did not decline based upon the assumed loss of
subscribers. This was the result of a calculation error that has been corrected in the attached
exhibits. I have also corrected my description of the downside projections to clarify

unintentionally ambiguous language.
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My Background

I have been involved in the digital music business for twenty-five years, having
founded and run one of the first and longest operating digital music services—Digjtal Cable’
Radio Associates, which is now Music Choice-—continuously since 1987, As a long-time
participant in the digital music industry, [ have becofne inti%nafelj farhiliar with various
facets of the music industry, including the many forrms of broadcasting and digital music
services available in the marketplace. I have attended and spoken at many digital music
industry conferences alongside the management of various other digital music services, at
which various financial, licensing, and other business aspects of a'broad range of digital
music services have been discussed. A list of my speaking engagements was attached to my!
direct testimony as Exhibit MC 1. I regularly read trade publications :coverijng the various
digital music businesses and the music industry in general. ‘Betause of my long
participation in the digital music industry and my role as President and CEQ of Music'
Choice, I am generally familiar with the history and offerings of other participants in the
broader digital music marketplace, as well as the general profitability (or more accurately! |
lack thereof) of these participants.

The Benchmark Markets Proposed By SoundExchange Are Not Meaningfally
Comparable To The PSS Market

In support of its rate proposal, SoundExchange seeks to use three disparate categories'
of digital music services as benchmarks: (1) permanent downloads, (2) cell phone ringtones,
and (3) interactive webcasting. None of these unrelated Services are suitable comparables
for the residential cable radio service offered by Music Choice. None of the services and -
markets relied upon by SoundExchange are meaningfully comparable to the residential
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cable radio market in which Music Choice operates. In each of SoundExchange’s
benchmark markets, the product or service licensed, and the market demand characteristics
for the product or service, are fundamentally different from those Music Choice operates,
other than at the most facile level that all of the services use digital music in some way. In
fact, Stephen Bryan and Dr. George S. Ford, the only SoundExchange witnesses who
address the PSS rate at all, acknowledge that Music Choice’s service and market are
fundamentally different from those of any other digital music service. (Bryan WDT, p. 15;
Ford WDT, p. 13.) They are both correct on that point, if nothing else.

Having identified these three categories of digital music services that are directly
licensed by the record labels, SoundExchange argues that the PSS rate should be set within
the range of the rates obtained in these other markets. In each of SoundExchange’s
proposed benchmark markets, as compared to Music Choice, the digital recordings are (1)
used differently by the service and by the end users; (2) sold to different types of customers
and in different ways; (3) valued very differently by consumers; (4) in two out of the three
markets licensed for totally different rights under copyright. In sum, there are no material
similarities between Music Choice’s PSS service and market and those of any of
SoundExchange’s three proposed benchmarks.

a. Pesmement download stores are findamentally different than Music Choice

Permanent download stores, such as iTunes, allow a consumer to download
permanent digital copies of sound recordings for her own unlimited personal use. Record
labels license the download store to make and publicly distribute (i.e., sell) copies of the

digital sound recordings. The license to the download store does not include a performance
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right for the full sound recording, because the resellers are not publicly performing the
recordings (other than perhaps short samples of the recordings, used to induce consumers to'
purchase the full tracks). Consumers choose specific recordings they want to purchase, pay '
the reseller, and download the digital music file from the reseller’s website or through the
reseller’s software. The consumers then own the copies that they downloaded and can listen
to them whenever they like, much like consumers own the compact disc that they buy ata
record store or Internet CD retailer. The music file is permanently theirs to play at will, and '
transfer between computers or other listening devices, like an iPod or smartphone. The
transaction between the record label and the download store reflects a wholesaler-retailer
relationship. Indeed, the permanent download sale is a sale of goods that completely °
substitutes for the sale of physical product such as compact discs. -

Music Choice’s pre-programmed residential cable radio service is not comparable, in '
any way, to digital music stores such as iTunes, which ré-sell permanent digital downloads
as a substitute for compact discs. Music Choice does not obtaih o reuire a'public
distribution license for the sound recordings or underlying rmusical compositions used in its
service because it does not distribute copies of the recordings. Instead, it publicly performs,
i.e. plays, sound recordings as part of a set of pre-programmed music channels. Music
Choice provides these channels to cable companies, which in turn bundle the Music Choice
chammels with a wide array of other programming and sell the entire channel lineup of table |
television service to the ultimate consumer. The consumers of Music Choice’s service do! |
not choose the song they want to hear; they can only choose a genre to listen to.. Nor do

Music Choice listeners own the recordings they hear; they cannot record the music, much
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less transfer recordings between devices or take the recordings with them outside the home.
Thus, the Music Choice service cannot possibly substitute for compact disc (or digital
download) sales. To the contrary, Music Choice’s service promotes and complements those

sales.

b. Ringtone re-sellers are fundamentally different than Music Choice

Like permanent downloads, ringtones are a fundamentally different (distribution and
ownership-based) product than the pre-programmed performance-based service provided by
Music Choice. With ringtones, a consumer downloads a digital music recording to her
phone for the phone to play when receiving an incoming call. Also similar to permanent
downloads, with ringtones the consumer chooses the specific song and owns the copy. The
ringtone reseller does not obtain a public performance license, only a license to make and
distribute copies. As with permanent downloads, consumers’ transactions with ringtone
services are sales of goods, which are wholly non-comparable to Music Choice’s cable radio
service. Again, Music Choice’s residential service does not and cannot substitute for
ringtone sales, and to the contrary is promotional of and complementary to those sales.

Moreover, consumers use ringtones in a fundamentally different way than they use
either permanent downloads or the Music Choice service. Ringtones are lifestyle products,
purchased to personalize one’s phone. Users do not buy them to listen to the songs. As
such, the user experience and value to the consumer of a ringtone is not remotely

comparable to that of the Music Choice service.
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c. Interactive webcasting services are
fundamentally different than Music Choice

Interactive webcasting is also a fundamentally different service than Music Choice.
With interactive webcasting, users are able to select the specific recordings that they want to
hear, but do not own them and cannot transfer them between devices, though users can
typically access interactive webcasting services on multiple devices and from any location.
The ability to listen to any particular song whenever and wherever the user wishes is very
much like owning a song, and the on-demand nature of the service to a large degree répldces|
the need to buy recordings. Interactive webcasting therefore substitutes for the record
labels’ primary revenue stream (sales of copies) in alway that Music Choice’s pre-
programmed music service does not. With Music Choice, users cannot select a specific
song, only a genre of music over a specific channel. Music Choice’s service is available
only as part of a consutmer’s cable television service and not on a variety of internet- | | |
connected devices outside the home. The Music Choice servide exposes'the user to music
such that if the user wants to hear a particular recording agdin, he must purchase it (or
subscribe to a licensed interactive webcasting service as a substitute for that purchase).
Music Choice therefore promotes and complements the sale of music'and stimulates the
record label’s primary revenue stream, rather than substitutes for it. I

The value of an interactive webcasting service to the user is also very different from
the value of Music Choice’s residential music service. For the reasons noted above,
interactive webcasting is like having millions of CDs in a subscriber’s personal collection,
limited only by the size of the catalog of the particular interactive webcasting service. The

value of a particular interactive service to the user comes almost exclusively from the size of
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the webcaster’s catalog, which in turn is dependant solely upon the number of record labels
from which the interactive service obtains a direct license. Subscribers do not listen to
Music Choice when they want to hear specific songs. The user only selects a genre of music
and wants Music Choice to choose the specific songs played. The value to the user, and that
which differentiates Music Choice from its competitors in the cable radio market, is the
creative decisions Music Choice programmers make to select which songs the user hears
and the order in which those songs are heard. Music Choice’s competitive value is thus
derived primarily from Music Choice’s programming efforts, not the record labels’ catalogs,
which are equally available fo all cable music services.

There is another important reason why the rates paid by interactive webcasters
cannot be relied upon as a fair, market-based benchmark. Those rates are the product of an
immature and unstable market (even after ten years), where the licensing deals struck with
the record companies are not based (neither on the buyer nor seller side) upon traditional
long-term business concerns. Rather, the deals are driven, on both sides, by entirely
ancillary goals that do not reflect a typical willing buyer / willing seller business deal and
certainly do not incorporate any of the Section 801(b) policy objectives.

As evidence of this, in the more than ten years that interactive webcasting services
have existed and been in the market, not a single one has ever turned a profit on an annual
basis, much less on a cumulative basis. In fact, over ten years after launching one of the

earliest interactive webcasting services, Rhapsody is still losing money every quarter.’ This

! Rhapsody’s continued failure to produce any profit even after ten years is disclosed in the public
filings of Real Networks, which is a part owner of Rhapsody. Copies of those recent public filings are attached
as Exhibits MC 67 and MC 68. Page seven of MC 67 (Real Networks’ most recent 10-Q) separately reports

7
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inability to turn a profit is driven largely by the license fees extracted by the record labels. |
The interactive webcasters have to agree to these rates to laun¢h and maintain theit entry’
into the market, because, as noted above, the services compete for users (and perhaps more
importantly investors) based upon the size of their music catalogs. Therefore, an interactive'
webcaster must have licenses with all the major labels and as rnany of the independents as
possible. Moreover, interactive webcasters have to obtain licenses with at least all of the! |
major labels to secure venture capital financing to keep their businesses going. |

Almost all of the original, and many of the more recent, interactive webcasters have
gone out of business entirely. Examples include Pressplay, Ruckus, MusicMatch On© | ||
Demand, MusicGremlin, Lala Media, Yahoo! Music Unlimited, iMeém, and Spiral Frog.!
Those that remain in business can only do so by obtaining repeated infusions of additional
capital. One might wonder why venture capital firms would put money into and continue to
fund webcasting services with no hope of long-term profitability. "The answer is that these
firms are not primarily concerned with the long-term prospects of'the' companies, either. -
Instead, they hope to make money by building up the perceived value of a company and
then selling it at a higher price. Thus, as long as they can maintain the perception that these -
webcasters will someday be profitable, they believe they can flip the companies at'a profit.
That said, according to accounts in music industry trade publications it seems that even the
venture capital firms are finally starting to lose their appetites for these investments and

those funding sources are starting to dry up.

Rhapsody’s losses from 2011 and the first quarter of 2012. Page 13 of MC 68 (Real Networks’ 2011 10-K)
describes the history of Rhapsody’s failure to generate a profit and the risk that Rhapsody may hever be able to!
generate a profit.
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On the seller side, the record labels do not particularly care whether the licensed
webcasters ever turn a profit or even stay in business. At least up to this point, as
webcasters have gone out of business, new services have entered the market with new
venture capital funding, as described above. Moreover, I understand that the record labels
typically demand very large advance payments and minimum guarantees from licensed
interactive webcasters. Because of these large advances and guarantees, the record labels
wind up getting paid, irrespective of the health or survival of the licensed webcaster. As
Jong as venture capital keeps flowing into the market, the record labels can continue to
siphon off that money in the form of these advances and guarantees, without regard to
whether any of the licensed services can stay in business. Indeed, the very fact that the
record companies demand such large advances and guarantees indicates that they know that
the services will not stay in business for very long.

The record companies have repeatedly and publicly acknowledged this dynamic. For
example, David Ring, one of the heads of UMG’s global digital business division, spoke on
this point earlier this year at the San Francisco MusicTech industry conference. He was
appearing on a panel with Larry Marcus, who specializes in venture capital deals in the
digital music market for Walden Venture Capital. In response to Mr. Marcus’s noting that,
from his experience in funding digital music services, the record company up-front payment
and royalty demands created an “insurmountable” obstacle to profitability for the services,
Mr. Ring countered that it was not the record industry’s problem that venture capital firms

were choosing to fund digital music services that did not have a sufficient revenue model to
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make them profitable. For one industry news source’s reporting on this exchange see
1y ge, see

hitp://www.digitalmusicnews.com/permalink/2012/120214huge.

This article prompted a former record company employee, who had worked in the'
industry for almost seventeen years at various labels and had been directly involved ineatly | | | |

digital music service licensing, to write his own response. In that respouse, he described the '

i
|

record company licensing mode] for interactive webcasters as one'of “extortion,” and '
contrasted it with the ways in which the record companies used to work cooperatively with
physical retailers to help them maintain healthy long-term businesses. In the ensuing
comments section associated with his article, he explained:

You know why the labels require huge advances?
Because they can, because the law allows them to, especially
with interactive streaming services, which are not covered
under statutory licensing. And also because, and I know this
because [ sat in the meetings and heard it dozens of times, *get
the advance, cash the check, get it on the books for this year, we |
need to show digital revenue, if these guys go out of business
next year because they made a bad deal f*** them we' chased
the check already.” oo ‘

That mentality still prevails, it is not about working
together to build a sustainable busmess thdt works for everyone
in the chain,

The labels are not “funding companies that have no
revenue model,” that’s a completely bulls*** spin on what
actually happens. They’re collecting a stiff toll on a bridge that
an optimist wants to cross, and when he gets to the other side,
he’s broke and starves to death

Mwmmmmwmm‘

Notably, less than one month after Mr. Ring madé his statemerits at San Francisco |
MusicTech, essentially blaming the venture capital firms for investing in digital music

10
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services that cannot make a profit under the royalty terms extracted by the record
companies, Francis Keeling, another UMG global digital business executive, published an
opinion-editorial in the Financial Times, urging venture capitalists to continue investing in
these same digital music services and noting that “a key part of [UMG’s] growth will come
from external investment in new digital services.”

Because of these unusual dynamics, interactive webcasting deals cannot reasonably
be considered the product of a healthy, functioning business market and the rates obtained in
that market should not serve as a comparable for the rate to be paid by Music Choice for the
sound performance license. Moreover, the parties that negotiated these license agreements
clearly do not, in any way, set the rates and terms in a way meant to satisfy the Section
801(b) policy objectives, nor is there any indication those policy objectives are even
considered in these negotiations.

d. Additional reasons why Music Choice’s PSS service is fundamentally
different from SoundExchange’s proposed benchmark services

Music Choice’s cable radio service is fundamentally different from these other
digital music services in several other significant ways as well. Music Choice sells its
programming to cable companies and other multi-channel video programming distributors
(“MVPDs™), not directly to consumers. Consumers in turn receive Music Choice as part of
a basic digital tier of cable service, but consumers do not pay a separate fee to receive Music
Choice. The service seems “free” to cable subscribers. This dynamic evolved over time
after Music Choice was unsuccessful in getting cable subscribers to pay a separate fee for its
service. In sharp contrast, digital download re-sellers, ringtone re-sellers and interactive

webcasters are all able to sell their products or services directly to consumers.

11
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Additionally, Music Choice’s music channels are packaged as ancillary to the yideo
channels (television networks, ESPN, Comedy Central, etc.) provided by the MVPDs. Inits'
negotiations with the MVPDs, Music Choice conipetes primarily with these other cable
chamnels for its share of the basic cable subscriber fee. The typical Music Choice listénet

uses Music Choice as background music in the living room or bedroom (the places most |

0000000000000 0000000000000000000000000000000

likely to have cable television). Moreover, many subscribers who. get Music Choice as part
of their basic cable service do not actually use Music Choice. Music Choice obtains ifs \
revenue from all cable subscribers regardless of whether they view or listen to any particular’
channel, and in some cases regardless of whetherthey receive Music Choice at all 'bec?us‘e
Music Choice is typically paid on a “per basic” basis (i.e., for all cable subscribers), whereas:
Music Choice is delivered only to homes with digital service. By extension, the record
labels and recording artists, who are paid a percentage of Music Choice’s revenues, oBtain

their royalties from all subscribers to Music Choice’s MVPDs, including subscribers who do

not listen to any of the music or even receive the Music Choice channels.

All of these factors, which the cable companies view aseviderce of a relatively low
monetary value ascribed to Music Choice’s service by cable subscribers, is reflected in the
continued downward pressure on the rates Music/Choicé can negotiate in the market as
described in my direct testimony. None of these factors'are present in any of the markets for
SoundExchange’s proposed benchmark services, all of which command vastly higher rates

from consumers.

12
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An Increased Rate For the PSS License Would Not Add Anything To The Record
Companies’ Incentive To Produce And Release Recordings

Dr. Ford claims that increased royalty payments for the PSS license would inherently
cause the record labels to produce and release more recordings. (Ford WDT, p. 19) This
claim is demonstrably false.

The amount of money received by each record label from the PSS is so small in the
context of a record label’s budget as to be irrelevant. Even if the rate were ten times higher,
this would still be the case. Such an increase would not even be noticed by record label
management, much less used to fund incrementally additional recordings.

Even if the additional revenue were significant, there is no reason to think that a
record label would have any incentive to use that additional revenue to release additional
recordings. According to the record labels, the vast majority of their releases lose money.
Thus, they are far more likely to simply take more profits from any additional revenue,
without releasing any incrementally additional recordings that are likely to lose money.

Moreover, releasing more recordings will not lead to any additional revenue from
Music Choice. SoundExchange distributes the PSS royalties to record labels based upon the
relative percentage of plays each label receives on Music Choice’s channels, not the number
of different recordings played. Music Choice only plays a tiny percentage of any record
Jabel’s total catalog, however, and makes its programming decisions based upon the creative
judgment of its programming staff. Thus, merely adding new recordings to a record label’s
catalog in no way assures that Music Choice will actually play that recording. Even if it did,
however, Dr. Ford’s false assumption implies that all of the record labels would release

additional recordings (because they all would be receiving higher PSS royalty payments)
13

NYC/679696.1



PUBLIC VERSION

and thus there would not necessarily be any net incremental increase in royalties to any of
the record companies from those additional releases.
SoundExchange’s Proposed Rate of 45% Would Pat Music Choice Out Of Business |
SoundExchange’s proposed rate of 45% of gross revenue would have a devastétin;g
effect on Music Choice. As set out in our direct case, even under the existin g 7.25-7.5%
rate, Music Choice has struggled, and in some years failed, to generate even'a small annual '
profit and is nowhere near generating a reasonable return on its partners"inveshments.f
Increasing that already-too-high rate to 45% would prevent Music Choice from ever earning’
a profit and would simply drive Music Choice out of business. |
In my earlier testimony, I included an exhibit showing Music Choice’s historical
financial performance, and projecting Music Choice’s results out to 2017 using the current
royalty rates, under three different sets of assumptions with respect to Music Choice’s:
ability to maintain its market share. The following similar ¢harts will help demonstrats the
impact of SoundExchange’s proposed rate.

a. Historical Performance at Actual Rates vs. Propdsed Rate |

Attached as Exhibit MC 69 are two tables, demonstrating Music Choice’s historical
financial performance. Table 1 shows the actual historical financial performance of Music
Choice’s residential music service through 2011. Table 1.A shows how that actual
performance would have been impacted if the sound tecording royalty rate had been set at
45% of revenue during the current rate period. As these charts indicate, had the PSS royalty
been set during the current rate period at 45%, the rate SoundExchange claims is the cutrent |

“market rate” for the PSS, Music Choice would have incurred unsustainable losses.

14
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b. Projections at Current Rate

Attached as Exhibit MC 70 are three tables, similar to the tables I submitted with my
direct testimony, showing historical financial performance and Music Choice’s current
projections of future performance if the PSS rate stays at its current rate, under three
different potential scenarios regarding Music Choice’s ability to maintain its current affiliate
relationships. Table 2 shows Music Choice’s projected financial performance if the sound
recording royalty rate stays at 7.5%, assuming the best case scenatio in which Music Choice
does not lose any market share. Table 2.A shows Music Choice’s projected financial

performance if the sound recording royalty rate stays at 7.5%, assuming a likely downside

scenario in which [ ' ‘ ' J

L - ]

These tables differ slightly from the tables submitted with my direct testimony due to

one error correction?, recent changes in Music Choice’s internal revenue projections driven
by business developments that ocourred after the filing of my direct testimony, and the use
of actual figures for 2011 that were not available at the time of my written direct testimony.

However, these new versions similarly show the precarious nature of Music Choice’s

2 During the direct phase hearing, it was brought to my attention that the projections of the “rights and
othet” cost line were incorrect. Upon investigation, we realized this error was due to an error in the
spreadsheet formula, and for these tables we have fixed that error.

15

NYC/679696.1



PUBLIC VERSION

projected financial performance if the current PSS rate were carriéd forward, and how that
rate will continue to prevent Music Choice from realizing any return, much less a reasonable
rate of return, on its partners’ investments.

c. Projections Using SoundExchange’s Proposed
Phase-In of Alleged “Market” Rate

Attached as Exhibit 71 are three tables demonstrating Music Choice’s projected
financial performance if SoundExchange’s alleged “market rate” were phased in from 15%
to 45% during the next rate period as set forth in SoundExchange’s rate proposal. ‘As with
the other projections, Table 3 shows Music Choice’s projected! financial performance '
assuming the best case scenario in which Music Choice does not lose any market share.

Table 3.A shows Music Choice’s projected financial performance assuming a likely

TR Finally, Table 3.B shows

Music Choice’s projected financial performance gz —ox =

DG it e S N I S N N

J’z
WMW’“ R “ RN o i S

d. Conclusion on effect of SoundExchange’s rate proposal

The results speak for themselves. If Music Choice’s rate had been set at 45% of
revenue in the past, our losses would have been so much greater that we could not have |
made it to this point. If our rate were to be increased to 45% as a result of this proceeding,
even if phased in over five years, the effect would be no'less dire. Even undér our most
optimistic assumptions, SoundExchange’s rate proposal would cause Music Choice to incur

16
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significant losses every year during the next rate period, and our accumulated losses from
almost 25 years of operation would almost double during that five-year period. There is
simply no way that Music Choice could continue operations if it were forced to endure such
losses.

It is important to note that Music Choice is not arguing that the rate must always be
set at a rate that keeps Music Choice from going out of business under any circumstances.
However, the very reason Congress chose to create the compulsory license when it granted
sound recording copyright owners an entirely new revenue stream in 1995 and furthermore
chose (and later grandfathered) a policy-based rate-setting standard instead of a market rate
standard, was to ensure that the sound recording royalty rate itself would not cause an
otherwise well run PSS to fail. As I demonstrated in my direct testimony, Music Choice has
continuously offered (and constantly improved) a viable music service, which is well
received by consumers, priced above its competitors, and widely distributed by a well-
managed and cost efficient business. Under these circumstances, and where setting a fair
rate will in fact make the difference between Music Choice’s long-term survival and failure,
SoundExchange’s proposed increase to 45% of revenue must be a non-starter.

If Music Choice Were To Cease Operations, Both The PSS Market And The Broader
Market For Cable Radio Services Would Suffer Severe Disruption

Dr. Ford claims that even if Music Choice went out of business from a raise in rates,
that vacuum would quickly be filled by various “competitors.” Dr. Ford’s speculation on
this point does not reflect market realities. As a preliminary matter, both the legislative
histories of the DPRA and DMCA as well as the prior appellate decision by the Librarian of

Congress make clear that when setting rates for the PSS (unlike when setting rates for
17
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services that entered the market after the passage of the DPRA and DMCA), the fourth
policy factor relates to disruption of the PSS services’ busiriesses and not any broader digital
music service market. AsT testified during the direct phase of this proceeding, the PSS
market has already been disrupted by the existing rate. The original DMX no longer exists,
and Muzak has never attempted to expand beyond its one affiliate; Dish Network. Driving
Music Choice out of business would effectively eliminate over three-quarters of the PSS | |
market,

Even if the Judges were to consider the broader cable radio market, Music Choice
has no direct or even indirect competitors that would be able to quickly fill the void that
would be created by Music Choice’s exit from the market. -

With respect to interactive and customized webcasters like Rhapsody and Pandora) |
those services are very different from a programming and user experiénce perspective than
Music Choice’s curated music channels. The MVPDs do not view them as substitutes'for
Music Choice because the user experience is so very different, and no MVPD has replaced
Music Choice with any of these services. The near-térm' compétitive threat to Music Choice
from these types of services is not one of displacement of, ot substitution for, Music Choice.
Instead, the immediate threat from interactive or customized miisic setvices, whether
provided over-the-top (“OTT”) or as an app on the cable box, is that our cable affiliates will
use their presence on the television to argﬁe that Music Choice’s channels are worth less. In
any event, given that they have not entered Music Choice’s market to this point, it is highly

unlikely that they would be able suddenly or quickly to do so simply because Music Choide |
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exited the market. And even if they did, their services are so different that t‘hey could not
actually be considered a replacement for Music Choice’s curated cable radio channels.

With respect to Music Choice’s direct competition, by which I mean services that
actually provide pre-programmed music channels as part of a residential cable or satellite
television package, none of those competitqrs could quickly or easily take Music Choice’s
place if we exited the market. The only services in this category over the past ten years havé
been the so-called CABSAT services: MTV’s Urge service, Sirius XM, the new DMX,, and
anew Car;adian service called Galaxie.

With respect to Urge, MTV entered the CABSAT market for only a short time,
beginning in 2007. Although Urge was able to take away some of Music Choice’s affiliates
by undercutting our price and/or bundling the service along with MTV’s popular video
channels, the Urge cable radio channels were not as popular with subscribers as Music
Choice’s channels and MTV discontinued the Urge cable radio service in 2010. 'We have
since regained many of the affiliates we had lost to Urge, and in all such instances listening
intensity increased substantially after Music Choice replaced Urge. Having left the market
this way, it is doubtful that MTV would want or be able to re-enter, even if Music Choice
went out of business.

Turning to Sirius XM, it has only one affiliate, Dish Network. Sirius XM provides a
subset of the music channels from its satellite radio service to Dish Network at a very low
rate in order to entice Dish Network subscribers to pay for Sirius XM in their cars. Because
Sirius XM cannot command more than a nominal fee for its CABSAT service and provides

the service solely for promotional purposes, Sirius XM has not tried to expand its CABSAT
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service beyond Dish Network, does not attempt to sell against us in the broader cable
market, and would certainly have no business reason to replace Music Choice throughout! | |
the cable market if Music Choice were driven out of the market by SoundExchange’s
proposed rates.

With respect to the DMX CABSAT service, like Sirius XM it only has one affiliate
in the residential space, DirectTV, and does not attempt to sell against us in the broader
cable market. Also like Sirius XM, DMX agreed to provide its music channels to DirecTV
practically for free as a means to support its primary line of'business. | In DMX’s case, that
primary business is commerocial background music. In order to provide its comimercial

service through DirecTV, DMX had to agree to give DirecTV the residential music channels

oy b %W e '"""" R & S * KIS I S A
at a very low aateﬁ& s i e e e T T 1

purchased Muzak in 2011, Mood Media, also recently acquired DMX. Thus, even if DMX
does not exit the CABSAT market completely, it has absolutely no business incentive to :
expand beyond its deal with DirecTV,

The only other direct competitor to Music Choice in'the cable radio market is a
music service called Galaxie, offered by Canadian company Stingray Digital. Galaxie is a
very recent entrant into the U.S, cable radio market. ' It is the dominant cable radio service
in Canada. As noted in my direct testimony, the Canadian cable radio market is much more |

profitable than the U.S. market, and Galaxie’s Canadian service is by far its primary
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business. Galaxie entered the U.S. market by taking a subset of the channels from its
Canadian service and offering them to U.S. cable companies at a substantially lower rate
than Music Choice. So far, Galaxie has only been able to take a small amount of market
share away from Music Choice, and only with smaller affiliates. I do not believe Galaxie
could replace Music Choice with our larger affiliates for a number of reasons. Most
importantly, and as I have previously explained in my direct testimony, the larger cable
companies (which service the vast majority of cable subscribers nationwide) pay far lower
rates for cable radio than do the smaller affiliates because of their size. If Galaxie were to
attempt to replace Music Choice on any of these larger cable systems, its higher rights costs
would likely lead to significant losses. Indeed, to replace Music Choice on the larger
affiliates, those affiliates would require that Galaxie bundle at least a video on demand
service’ with the audio channels at no additional cost, like Music Choice does. [:::]
[ “ - ]
I a1

SoundExchange’s Proposed Changes To The PSS Regulations Are Unjustified And

Unsupported And Would Adversely Impact Music Choice To The Sole Benefit of
SoundExchange

SoundExchange has given no adequate justification for the changes it seeks to the
PSS regulations, many of which are substantive changes that would adversely impact Music

Choice. The parties have been operating under the existing regulations, without substantive

3 Notably, if Galaxie (or any other market entrant) were to attempt to provide any music video
offerings as part of its service, the development and licensing of such video channels would take substantial
effort and time. The licensing alone would take years, as it did for Music Choice.
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change for fifteen years, without any evidence of a problem. Any changes after fifteen years
will cause at the very least extreme inconvenience to Music Choice and would introduce -
new uncertainties by changing so much of the existing language. Moreover, many of the:
changes are substantive changes that take away rights and protections Music Choice
presently has. After fifteen years, any changes to the regulations should require a showing
of need. SoundExchange has failed to do this. Instead, SoundExchange has clearly selected
its proposed changes to benefit itself without any regard for objectivity or fairness.

Even though SoundExchange claims it merely wants to conform the PSS regulations
with the SDARS regulations, it notably wants to keep the regulations different with respect
to at least one provision, the audit fee shifting threshold, because the PSS regulations are
more favorable to SoundExchange than the SDARS regulations on this point. This alone
shows that SoundExchange is chetry picking its changes and its primary interest is gaining
advantage rather than conforming the regulations.

The specific substantive changes proposed by SoundExchange that will most Lol
adversely impact Music Choice include:

i. Proposal p. 28, Section 382.5(c) — Use of confidential information. -
SoundExchange removed the reference to employees and agents of the :
Collective as being subject to the limitations on use of the PSS’s
confidential information. This effectively nullifies the confidentiality
protections because it would seemingly allow SoundExchange’s
employees and agents to use Music Choice’s confidential information

in ways that are meant to be prohibited.
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Proposal p. 28-29, Section 382.5(d)(1) — SoundExchange seeks to
eliminate the existing prohibition on sharing Music Choice’s
confidential information with employees, agents, etc. of
SoundExchange who are also employees of record companies or
artists. This change would undermine the primary purpose of the
existing confidentiality restrictions, which is to keep Music Choice’s
confidential information out of the hands of the record labels. Music
Choice regularly negotiates licenses and other agreements with the
record labels and individual artists, and if the employees or
representatives of record labels and artists were allowed to obtain
Music Choice’s confidential business information that information
could be used to Music Choice’s disadvantage in business deals
unrelated to the PSS license. Moreover, this would create an uneven
playing field, where Music Choice would not have reciprocal access to
the record companies’ confidential business and financial information.
Proposal p. 29, Section 382.5(d)(2) — SoundExchange seeks to
eliminate the existing restriction on using an auditor that is an
employee or officer of a record company or artist. The one time that
SoundExchange audited Music Choice, they asked us to waive this
provision so they could use an auditor that was partially owned by or
otherwise affiliated with a sound recording copyright owner, and we

naively agreed in a gesture of good faith. We were “rewarded” with an
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audit wherein the auditor was anything but independent and took | | |

outrageous positions on alleged underpayments that were based upon

aggressive misreadings of the regulations. } N 1
ot i AR i - B A - S A SN ; i
Fww?g&w ‘@m: g :L"‘%E"m:&x "{“t, vf’ L FS o e e e 1 It was

quite obvious that the auditor’s conduct was driven largely by its
affiliation with a record label, and we would never agree to waive this -
provision again in the future. Indeed, the very concept of a fair,
objective audit necessitates the use of an independent auditor.

Proposal p. 29, Section 382.5(d)(3) — SoundExchange is seekingto | | |
eliminate the existing provision that limits the confidential information
that may be shared with record companies and artists to the statements
of account. Again, this eliminates protection of Music Choice’s other
confidential information for no discernible reason.

Proposal p. 30, Section 382.6(c) — SoundExchange is seeking to add
entirely new language that, for the first time, provides that only the
auditor specified in SoundExchange’s notice of intent can conduct an
audit and that the audit shall be binding on all parties. First of all, this
is inconsistent with Section 382.6(e), which provides that any
independent audit conducted in the ordinary course of business can
constitute an acceptable verification. Second of all, this change would

seem to eliminate Music Choice’s existing right to dispute the audit,
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and as well as its right to litigate the audit dispute if the dispute cannot
be settled by agreement. This change removes any protection Music
Choice has against an unfair audit. In the example of our prior audit
noted above, we apparently would not have had any ability to
challenge SoundExchange’s audit report and would have been
compelled to pay any amount the auditor claimed was underpaid,
irrespective of how improper the findings were.

This change is also inconsistent with SoundExchange’s own
proposed changes to the provisions of Section 382.7(c), which apply to
copyright owners’ and performers’ audits of SoundExchange. In that
section, SoundExchange seeks to make an audit of it by copyright
owners or performers binding not on all parties (thus not binding on
SoundExchange), but only on the auditing parties (the copyright owners
and performers). This is yet another example of how SoundExchange is
seeking changes that unevenly benefit SoundExchange while burdening
the PSS, and even the copyright owners and performers.

vi. Proposal p. 30, Section 382.6(d) — SoundExchange seeks to impose a
new requirement that Music Choice provide access to third-party
records. Such a requirement would be incredibly burdensome, with a
serious potential to adversely impact Music Choice’s business
relationships with affiliates and any other third parties from whom

Music Choice would be required to obtain non-Music Choice records.
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Indeed, Music Choice has faced strong resistance from affiliates in the
past when we have tried to obtain any commitment to provide us with |
access to their business records. Notably, this sensitivity is different
for Music Choice than it is for Sirius XM or webcastets, which do not
provide their services to consumers through third-party affiliates. As
with the other proposed changes, SoundFExchange has not even hinted |
at any justification or need for imposing this new burden on Music
Choice.
Proposal p. 30, Section 382.6(g) ~ Although SoundExchange seeks to
“conform” most of this audit provision with the analogous SDARS '
provision, SoundExchange seeks to keep the existing 5%
underpayment threshold for shifting the audit fees to Music Choice. In.
the SDARS decision, the Copyright Royalty Judges rejected
SoundExchange’s attempt to impose a 5% threshold on the SDARS,
noting it was too low and inconsistent with marketplace audit
provisions in the record labels’ own contracts. There is no reason, and
Sound Exchange gives no reason, why the PSS should be treated any
differently than the SDARS with respect to this threshold. If the
Copyright Royalty Judges were to change any of the regulations, and
they should not, they certainly should raise the audit fee-shifting

threshold to 10% for the same reasons the Judges set that threshold at

10% in the SDARS decision.
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Pursuant to 28 U.S.C. § 1746, I declare under penalty of perjury that the foregoing is

true and correct.

Executed in New York, New York on the 2nd day of August, 2012
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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

(Mark One)

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the Quarterly Period Ended March 31, 2012
OR

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from to

Comumission file number 0-23137

RealNetworks, Inc.

(Exact name of registrant as specified in its charter)

Washington 91-1628146
(State of incorporation) (L.R.S. Employer
Identification Number)

2601 Elliott Avenue, Suite 1000

Seattle, Washington 98121
(Address of principal executive offices) (Zip Code)

(206) 674-2700

(Registrant’s telephone number, including area code)

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and
(2) has been subject to such filing requirements for the past 90 days. Yes No O

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive
Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months
(or for such shorter period that the registrant was required to submit and post such files). Yes No 0O

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting company” in Rule 12b-2 of the Exchange
Act. (Check one):

Large accelerated filer [ Accelerated filer

Non-accelerated filer [0 (Do not check if a smaller reporting company) Smaller reporting company [
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes O No

The number of shares of the registrant’s Common Stock outstanding as of April 25, 2012 was 34,755,847.
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PART I. FINANCIAL INFORMATION
Item 1.  Financial Statements
REALNETWORKS, INC. AND SUBSIDIARIES
UNAUDITED CONDENSED CONSOLIDATED BALANCE SHEETS
(In thousands, except per share data)
December 31,
March 31,
2012 _ 2011
: o e CASSETS . ——
Current assets: ) ' o
Cash and cash equivalents .~ . v ool TR o il 08 83,332, 4§ 106,333 ¢
Short-term investments ) ) 83,681 78,739
Trade accotints receivable, net of allowances for doubtfiil accounts and sales returns S - 40,160 777 341,165
Deferred costs, current portion ) - - 1,338 1,424
" Prepaid expenses and other current assets e - S 24084 © 21,902
Total current assets 233 ,495 249,563
Equipment, software, and leasehold improvements, at cost: S . TR S
Equipment and software = R ‘ S 1_08,_17_3 104,352
-Leasehold improvements =~ .- .. o ' Coowne Wit 26224 25,947
 Total equipment, software and leasehold 1mprovements at cost """" A 134,397 130,299
Less accumulatéd-depreciation and amortization™: <+ - 11777 S e T 93,672 - 92,825
. Net equipment, software, and leasehold 1mprovements S 38,725 37474
Restricted. cash equlvalents and investments } . ) e 10173, - . 10 168
Equity method investments ) . N o 7,430 1,798
Available for sale securities o S R I 45,6307 137,504
Other assets B A S - , - 2,960 2,954
Deferred costs; non-currént portion ' : S R . 691 - 843
Deferred tax assets, net, non-current portion - ' 7 18,320 18,419
Other intangible assets, net ~ = *Foi L : o S 6,177 - - 7,169
Goodwill 6,297 6,198
: " Total dssets N ‘ . SRR T T U $ 369,898  $: 377,790
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities: IS A A : oo ) o
Accounts payable S . $ 17,935 $ 17 151
" Accrued and other liabilities T Do e S L. iU . 5878370 i 50;194
Deferred revenue, current portion . 11,270 1,1 835
Accrued loss on excess office facilities, current portion - | 7 e et T i 505 596
~Total current liabilities B o S 88,493 88 ,176
Deferred revenue, non-current poftion - . o - o : o - 220 195
Accrued loss on excess office famhtles, non-current ‘portion o 1,843 2,151
Deferred rent. : : R R e , - S L 2,867 2,944
Deferred tax liabilities, net, non-current portlon S o 1,217 1,443
Other long-term liabilities - ConE e B ' © 9,884 - 10,994
Total liabilities 104,524 106,503
Commitments and contingencies . : - IR o :
Shareholders’ equity:
Preferred stock, $0.001 par'value, rio shares issued and outstanding: S o eE :
Series A: authorized 200 shares o 4 S 0 0
Undesignated series: authorized 59,800 shares ' ' O R N TIPS S | R 0
Common stock, $0.001 par value authorized 250,000 shares; issued and outstandmg 34 541 shares in
2012 and 34,422 shares in 2011 35 34
Additional paid-in capital: 0 . o , D S 57850600 115755150
Accumulated other comprehenswe loss ‘ - . S (16,774) (24 884)
Retained deficit =~ .- R : o LD T e (296,393) (279,378).
Total shareholders equlty 265,374 271,287
- Tétal liabilities and shareholders’ equity -.:07i 2it s o S0 DT §$360,808 0§ 377,790 -

See accompanying notes to unaudited condensed consolidated financial statements.
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REALNETWORKS, INC. AND SUBSIDIARIES
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
AND COMPREHENSIVE INCOME (LOSS)
(In thousands, except per share data)

Net revenue (A)
Cost ofrevene®

Gross profit” S - S e

Operatmg expenses:
- Research and development -
Sales and marketing
‘Geéneral and administrative e
Restructuring and other charges
Total operating expenses
Operating 1 income (loss)
Other ineome (expenses) o Rt e P
Interest income, net
Equity in net loss of Rhapsody investment
Other income (expense), net
: “Total other income (expenses), net
Income (loss) before income taxes
Incéme tax benefit (expense) -
Net income (loss)
Basic net inceme (loss)-per share
Diluted net income (loss) per share y
Shares used to compute-basic net income (loss) per share
Shares used to compute diluted net income (10ss) per share
Comprehensive income (loss): -
Unrealized investment holdlng galns (losses), net of tax
Foreign currency translation gains (losses). .. :
Total other comprehenswe income (loss)
- Net income (loss) .
Comprehenswe income (loss)
(A) Componerits of net revenue!
License fees -
Service revenue .

(B) Components of cost of fevenue: - -~ - .
License fees
Service revenue.

See accompanying notes to unaudited condensed consolidated financial statements.
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Quarters Ended
March 31,
2012 201
- 1.:$766,964. $.87,301 .
27,427 32,066
39,537 . 55235
(1,580) v .0
17,818 19,895
23,796 28,480
113,276 175,622
1,609 6,904
56,499 - 60,901 .
(18,542) (5,666)
644 379
1 (368): . (3,281):
1,475 (122)
i1 753 (3,024).
(16 791)  (8,690)
TR 24) L (B.615)
$(17,o15) $(12,305)
$ (049 $ (0.36)
$ (049) $ (0.36)
134,488 34,066
34488 3.4».,06‘,6,.,,
$ 8494 $ , 066)
- (384) 2,553
8,1 10 (4 513).
LU (17,015) . (12;305)
$ (8,905) $(16,818)
$ 14,956  $ 18,414
<l 52,008 68,887 .
$ 66,964 $ 87,301
$ 3,272 $ 5246V
24,155  :26,820°
$ 27,427 3 32,066
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REALNETWORKS, INC. AND SUBSIDIARIES
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

Cash flows from operating activities: -
Net income (loss)
* Adjustments to reconcile net income (loss) to net cash providéd by (used in) operating activities:
Depreciation and amortization
- ‘Stock-based compernsation
Equity in net loss of Rhapsody ‘
Excess tax benefit fromi stock option exercises” -
Deferred income taxes, net
‘Realized translation gain
*-Net change in certain operating assets and liabilities:
‘Trade accounts recejvable
. :Prepaid experises and othet assets : -
Accounts payable
" Accrued and other liahilities - R
Net cash provided by (used in) operatmg act1v1t1es
Cash flows from investing activittes: =~ - . - .
Purchases of equipment, software, and leasehold 1mprovements
" Purchases of short-term investments

Proceeds from sales and maturities of short term mvestments
- " Net cash provided by (used in) investing activities
Cash flows from ﬁnancmg act1v1t1es

Excess tax benefit from stock opt;on exercises , '
- Net cash provided by {used in) financing activities
Effect of exchange rate changes on cash and cash equivalents

Net increase (decrease) in cash and cash equivalents - -
Cash and cash equivalents, beginning of period

Cash and cash equivalents, enid of period-

Supplemental disclosure of cash flow mformatmn
- Cash received from income tax refunds’
~ Cash paid for income taxes
“Non-cash mvestmg activities:

Increase (decrease) in accrued purchases of equlpment software and Ieasehold unprovements T

See accompanying notes to unaudited condensed consolidated financial statements.
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Quarter Ended
March 31,
2012 2011
$(17,015)  $(12,305)
4,118 3,819
2,343 % s 3,453
368 3,281
0 @)
(19 el
L6l )
@ 105
l 394 2,794
2,738) (1,705)
(894) (7,655)
(3,185) . 3214
(17,242) (5,186)
(2,798)  (1,165)
. (9,969) . (22,091)
5 027 38,020
; ... -14,764.
675 1,101
0 26
675" 1,127
1,306 2,385
- (23,001) - . 13,090
106,333 236,018
- $83,332- $249,108:
%398 3,503
517§ 851
$ 1,430 $ 0
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REALNETWORKS, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
Quarters Ended March 31,2012 and 2011

Note 1. Description of Business and Summary of Significant Accounting Policies

Description of Business. RealNetworks, Inc. and subsidiaries is a leading global provider of network-delivered digital media applications
and services that make it easy to manage, play and share digital media. The Company also develops and markets software products and services
that enable the creation, distribution and consumption of digital media, including audio and video.

Inherent in the Company’s business are various risks and uncertainties, including limited history of certain of its product and service
offerings. The Company’s success will depend on the acceptance of the Company’s technology, products and services and the ability to generate
related revenue.

In this Quarterly Report on Form 10-Q for the quarter ended March 31, 2012 (10-Q or Report), RealNetworks, Inc. and subsidiaries is

LE RN TI |

referred to as “RealNetworks”, the “Company”, “we”, “us”, or “our”.

Basis of Presentation. The unaudited condensed consolidated financial statements include the accounts of the Company and its wholly-
owned subsidiaries. All intercompany balances and transactions have been eliminated in consolidation.

The unaudited condensed consolidated financial statements reflect all adjustments, consisting only of normal, recurring adjustments that, in
the opinion of the Company’s management, are necessary for a fair presentation of the results of operations for the periods presented. Operating
results for the quarter ended March 31, 2012 are not necessarily indicative of the results that may be expected for any subsequent period or for
the year ending December 31, 2012. Certain information and disclosures normally included in financial statements prepared in conformity with
accounting principles generally accepted in the United States of America (GAAP) have been condensed or omitted pursuant to the rules and
regulations of the Securities and Exchange Commission (SEC).

These unaudited condensed consolidated financial statements should be read in conjunction with the audited consolidated financial
statements and related notes included in our Annual Report on Form 10-K for the year ended December 31, 2011 (the 10-K).

Use of Estimates. The preparation of financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities, disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates. In
addition, current economic conditions may require the use of additional estimates, and certain estimates we make are subject to a greater degree
of uncertainty as a result of the current economic conditions.

Reclassifications. Certain reclassifications have been made to the 2011 consolidated financial statements to conform to the 2012
presentation.

Accumulated Other Comprehensive Income (Loss). The components of accumulated other comprehensive income (loss) consisted of
unrealized gains (losses) on marketable securities and foreign currency translation gains (losses), net of applicable tax, as follows (in thousands):

March 31, December 31,
2012 2011 A
Unrealized gains on investients, net of taxes o $35812:: . § 27,318
Foreign currency translation adjustments (52,586) (52,202)
Accumulated other compiehensive income (loss) - - - C o $(16,774) 3 (24,889

In the quarter ended March 31, 2012, we liquidated an investment in one of our foreign entities and recorded a gain of $1.6 million in
Other income (expense), net, in the consolidated statements of operations and comprehensive income (loss) upon the release of the same amount
of cumulative foreign exchange translation gain out of accumulated other comprehensive income on the balance sheet.

Note 2. Recent Accounting Pronouncements

With the exception of the item discussed below, there have been no recent accounting pronouncements or changes in accounting
pronouncements during the quarter ended March 31, 2012, to be implemented as compared to the recent accounting pronouncements described
in the 10-K, that are of significance, or potential significance to RealNetworks.

In September 2011, the FASB issued new guidance related to testing goodwill for impairment, which permits an entity to first assess
qualitative factors to determine whether it is more likely than not that the fair value of a reporting unit is less than its carrying amount as a basis
for determining whether it is necessary to perform the two-step goodwill impairment test. The new guidance became effective for our first
quarter of 2012 and did not have a material effect on our consolidated financial statements.
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Note 3. Stock-Based Compensation

Total stock-based compensation expense recognized was as follows (in thousands):

Quarters Ended
March 31,

2012 2011
$2,343 - $3.453+

Total stock-based compensation expense . ..

The fair value of options granted determined using the Black-Scholes model used the following weighted-average assumptions:

Quarters
| Ended March 31,
| . o , ‘ . 1) - ]
Expected dividerid yield =~ - ¢ e 0% . 0%,
Risk-free interest rate , S ; 0.69% 1.76%
Bxpected life (years) .. .o L.l T T 38 40
Volatility 58% 54%

No stock-based compensation was capitalized as part of the cost of an asset as of March 31, 2012 or December 31, 2011. As of March 31,
2012, we had $9.0 million of total unrecognized compensation cost, net of estimated forfeitures, related to stock options and restricted stock. The
unrecognized compensation cost is expected to be recognized over a weighted-average period of approximately 3 years.

Note 4. Rhapsody Joint Venture

RealNetworks initially formed in 2007 a joint venture with MTV Networks, a division of Viacom International Inc. (MTVN), to own and
operate a business-to-consumer digital audio music service known as Rhapsody. Prior to March 31, 2010, we held a 51% interest in Rhapsody
and MTVN owned the remaining 49%. On March 31, 2010, restructuring transactions involving Rhapsody were completed, and as a result,
effective March 31, 2010 RealNetworks owned approximately 47% of Rhapsody. Subsequent to the restructuring transaction, the operating
results of Rhapsody have been accounted for under the equity method of accounting for investments, and our proportionate share of the income
or loss is recognized as a component of “Other income (expenses), net” in the statements of operations. As of March 31, 2012 we owned
approximately 45% of Rhapsody. RealNetworks continues to provide certain operational transition services to Rhapsody. These transition
services are expected to be completed during 2012.

We recorded our share of losses in the operations of Rhapsody of $0.4 million and $3.3 million for the quarters ended March 31, 2012 and
2011, respectively. The carrying value of our Rhapsody investment was $7.2 million as of March 31, 2012.

Summarized financial information for Rhapsody, which represents 100% of their financial information (in thousands):

Quarters Ended
March 31,
2012 2011
Statements of Operations Data: - ; F
Net revenue o o $35,170 $32,487
Gross profit . c T e s C 9612 9,445
Net loss (1,070) (6,981)

0000000909658 0C220000000000000000000000000000

Note 5. Fair Value Measurements

We measure certain financial assets at fair value on a recurring basis, including cash equivalents, short-term investments, and equity
investments of publicly traded companies. The fair value of these financial assets was determined based on three levels of inputs:

» Level 1: Observable inputs such as quoted prices in active markets for identical assets or liabilities
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= Level 2: Inputs other than quoted prices that are observable for the asset or liability, either directly or indirectly; these include quoted
prices for similar assets or liabilities in active markets and quoted prices for identical or similar assets or liabilities in markets that are
not active

»  Level 3: Unobservable inputs that reflect our own assumptions

Items Measured at Fair Value on a Recurring Basis

The following table presents information about our financial assets that have been measured at fair value on a recurring basis as of
March 31, 2012, and December 31, 2011, and indicates the fair value hierarchy of the valuation inputs utilized to determine such fair value (in
thousands).

Fair Value Measurements as of

March 31, 2012
Total Level 1 Level2 Level3

Cash equivalents: . .. L , L , e A :

Money market funds ) o $ 11,347 $ 11 347 % 0

" Corporaté notes and'bonds * 7 ¥ @ B oo 18,550 v 18,5507 v Q.

Short-term investments: o ‘ .

Corporate notes and bonds o B A A - 46,524 46,524 0 0

U.S. government agency securities 37,157 37,157 0 0
Restricted cash equivalents and iftvestments @ - *° 7 - s e s olowo 10,173 0 10,593 e - 0 0
Equlty investments: A ) . B
— Publicly fraded investments R 45630 . 45630 .0 -0
Total $169,381 $169 381 $ 0 $§ 0

Fair Value Measurements as of
) December 31, 2011
Total Level 1 Level 2 Level 3

Cash equivalents: ~ - - , e el g sheo.on o s

Money market funds L , . % 6544 $ 6, 544 $ 0 $ o0

Corporatenotesand bonds.  ~~ = = 20,697 20,697 S &
Short-term investments:

Corporate notes and-bonds- o . .. 39,254 039254 . .0 0

U.S. government agency securities L o N ] 39,485 39,485 B 0 0
Restricted cash equivalents and investments  ~ A 10,168 10,168 QO G
Equity investments:

Publicly traded investments, = . s w0 o 37,204 37204 .. 0. . 0O
Total $153,352 $153,352 $ o0 $ 0

Investments in marketable securities classified as short-term investments and equity investments of public companies are measured at fair
value using quoted market prices and are classified within Level 1 of the valuation hierarchy.

Our equity investments in publicly traded companies consisted of J-Stream Inc., a Japanese media services company, and LoEn
Entertainment, Inc., a Korean digital music distribution company. These equity investments are accounted for as available for sale. The
aggregate cost basis of these securities totaled $10.8 million as of March 31, 2012,

Items Measured at Fair Value on a Non-recurring Basis

Certain of our assets and liabilities are measured at estimated fair value on a non-recurring basis. These instruments are subject to fair
value adjustments only in certain circumstances (for example, when there is evidence of impairment). During the quarters ended March 31, 2012
and 2011, we did not record any impairments on those assets required to be measured at fair value on a non-recurring basis.

Note 6. Cash, Cash Equivalents, Short-Term Investments, Restricted Cash Equivalents and Investments

Cash and cash equivalents, short-term investments, and restricted cash equivalents and investments as of March 31, 2012, consisted of the
following (in thousands):

00000000000000000000000000000000000000000000
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Amortized Estimated
Cost _Fair Value

Cash and cash equivalents: | . ‘ - ,
Cash S ' $ 53,435 $ 53,435
“Money market mutual funds - <+ 7 R oo 11,347 - 11,347 -

Corporate notes and bonds 18,550 18,550

Total cash and cash equivalents: GGl e e ..83,332 .. 83,332 .

Short-term investments: S o ‘ o S

Corporate notes and bonds. . .. . . ) - 46,484 46,524 -
U.S. government agency SCCUI‘I’CICS 37,111 37,157
Total short-term investmients T ' o ‘ ST 83,595 83,681

Total cash, cash equivalents and short-term 1nvestments $166, 927 $167,013

Restricted cash equivalents and investmerits "% -~ - FF ©$10,173 7§ 10,173

Cash and cash equivalents, short-term investments, and restricted cash equivalents and investments as of December 31, 2011 consisted of
the following (in thousands):

Amortized Estimated
Cost Fair Value

Cash and cash equivalents: - .. .. . .o .. Lo ’ .
Cash , ) $ 79,092 $ 79,092
Money fharket mutual funds? = 7T T e e ~ Tt 6,544 6,544
Corporate notes and bonds 20,697 20,697
Total cash and'cash equivalents - # = & ¢ g o ER: v 106,333 & . 106,333:
Short-term investments:
‘. . Corporatemotesand bends. : .. . & o e ‘ 039,309 . 39,254
U.S. Government agency secur1t1es 39,413 39,485
Total short-term investments ~ . S T T 78,722 18,739
Total cash, cash equivalents, and short-term mvestme S $185,055 $185,072

Restricted cash equivalents and investments - 7§ 10,168 7 1§ 10,168
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As of March 31, 2012, and December 31, 2011, restricted cash equivalents and investments represented cash equivalents and short-term
investments pledged as collateral against a letter of credit in connection with lease agreements.

Realized gains or losses on sales of available-for-sale securities for the quarters ended March 31, 2012 and 2011, were not significant.

Gross unrealized gains and gross unrealized losses on short-term investment securities as of March 31, 2012 and December 31, 2011 were
not significant.

Investments with remaining contractual maturities of five years or less are classified as short-term based on their highly liquid nature and
because such marketable securities represent the investment of cash that is available for current operations. The contractual maturities of short-
term investments as of March 31, 2012, were as follows (in thousands):

Estimated
‘ o ) ) Fair Value
Within one year y o S $53,521
Between one year and five years ) ' 30,160
Total short-term investments . ‘ I . < X1
Note 7. Allowance for Doubtful Accounts Receivable and Sales Returns
Activity in the allowance for doubtful accounts receivable and sales returns is as follows (in thousands):
Allowance For
Doubtful
Accounts Sales
‘ e e . Receivable Returns
Balances, December 31,2011 ~ © E $7668
Addition (reduction) to allowance 347
Amounts written off oL I P S ; (136)
Foreign currency translation A_Q)
Balances, March 31,2012 1 $ 879

No customers accounted for 10% or more of trade accounts receivable as of March 31, 2012. As of December 31, 2011, one customer
accounted for 17% of trade accounts receivable. No one customer accounted for more than 10% of total revenue during the quarters ended
March 31, 2012 and 2011.

Note 8. Other Intangible Assets

Other intangible assets consisted of the following (in thousands):

Accumulated
Gross
) - ‘ B Amount Amortization Net
Customer relationships EE T S g w v 830.018 o 257793 $4225
Developed technology . ' B » 29,083 27,230 1,853
Patents, trademarks and tradenames;. & ... . . 5,287 5266 21
Service contracts and other ) ) o 6,197 _ 6,119 78
_ Total other intangible assets, March 31,2012 © % 7 7 §70585 © '$ 64,408 $6,177
Total other intangible assets, December 31, 2011 $69,631 $ 62,462 $7,169
Note 9. Goodwill
Changes in goodwill were as follows (in thousands):
Balance, December 31, 2011 L S e . $ 6,198
Effects of foreign currency translation 99
_Balance, March 31,2012 $ 6,297
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Goodwill is assigned to the Company’s segments as follows (in thousands):

March 31,
R — , A L2012
Core products : . , TS 718
Emerging products ] 580
Games B E A o P 4,939
Total goodwill $ 6,297
Note 10. Accrued and Other Liabilities
Accrued and other liabilities consisted of (in thousands):
December 31,
March 31,
2012 2011
Royalties and other fulfillment costs . S $ 25716 - '$ . 26,651
Employee compensation, commissions and benefits ' e L1057 12,698
Sales, VAT and other taxes payable o S - 10,847 11,389
Deferred tax liabilities—current 4 ‘ . 237 232
Other : ke o SE T e o nd : . S . 10,926 R 8,224
Total accrued and other liabilities $ 58,783 $ 59,194

Note 11. Loss on Excess Office Facilities

RealNetworks completed a business and operational reorganization which led to the reduction in use of office space in the corporate
headquarters in Seattle, Washington and one other location. As a result, in 2010 losses were recognized representing rent and contractual
operating expenses over the remaining life of the leases, and related write-downs of leasehold improvements to their estimated fair value. The
Company regularly evaluates the market for office space. If the market for such space changes further in future periods, the Company may have
to revise its estimates which may result in future gains or losses on excess office facilities.

Changes to the accrued loss on excess office facilities were as follows (in thousands):

Acerued loss December 31, 2011 A e $ 2,747
Less amounts paid, net of sublease income (399)
Sublease income éstimatérevisién = o - : . 0-
Accrued loss March 31, 2012 » , o . 2,348
Less currenf portion . ... o . - oL EE (505).
Accrued loss, non-current portion $ 1,843

Note 12. Income Taxes

As of March 31, 2012, there have been no material changes to RealNetworks’ uncertain tax positions disclosures as provided in Note 14 of
the 2011 10-K. We currently anticipate the closure of foreign and domestic income tax examinations in the next twelve months that may
decrease our total unrecognized tax benefits by an amount up to $13.7 million as a result of the successful defense of our positions, the
settlement and payment of a liability, or a combination thereof. Additionally, we anticipate that our total unrecognized tax benefits may increase
by an amount up to $2.8 million as a result of a potential transfer pricing change.

We file numerous consolidated and separate income tax returns in the United States including federal, state and local, as well as foreign
jurisdictions. With few exceptions, we are no longer subject to United States federal income tax examinations for tax years before 2008 or state,
local, or foreign income tax examinations for years before 1993. RealNetworks, Inc. and/or subsidiaries are under audit by various states and
foreign jurisdictions for certain tax years subsequent to 1993.

Note 13. Earnings Per Share

Basic net income (loss) per share (EPS) is computed by dividing net income (loss) by the weighted average number of common shares
outstanding during the period. Diluted EPS is computed by dividing net income (loss) by the weighted average number of common and dilutive
potential common shares outstanding during the period. Basic and diluted EPS were calculated as follows (in thousands):

11



00000000000000000000000000000000000000000000

I TN TR e it v ot e R A ookl ol PN %% O N i
Table of Contents
Quarters Ended
March 31,

. o L U - 2011
Net income (loss) available to commori shareholders "7 . o UE(ER015) $(12,305)
Weighted average common shares outstanding used to compute basic EPS 34488 34,066
Dilutive effect of stock based awards ; o 7 0
Weighted average common shares outstandmg used to compute dlluted EPS 34,488 34,066
Basi¢EPS - e b G B S 540049 8 (0.36):
Diluted EPS $ (0.49) $ (0.36)

During the quarters ended March 31, 2012 and 2011, 5.9 million and 4.0 million shares of common stock, respectively, of potentially
issuable from stock options were excluded from the calculation of diluted EPS because of their antidilutive effect.

Note 14. Commitments and Contingencies

Litigation . On November 1, 2011, a lawsuit was filed by Callertone Innovations, LLC (“Callertone”) against MetroPCS Wireless, Inc. and
MetroPCS Communications, Inc., (collectively, “MetroPCS”) in the U.S. District Court for the District of Delaware alleging that MetroPCS
infringes Callertone’s patents by providing ringback tone services. We agreed to indemnify MetroPCS against the claims based on an indemnity
that is claimed to be owed by us. The complaint was served on MetroPCS on January 14, 2012, and we filed our answer on April 9, 2012. We
dispute the plaintiff’s allegations regarding both the validity of its patents and its claims of infringement against MetroPCS. We are unable to
provide meaningful quantification of how the final resolution of this litigation may impact our future consolidated financial statements.

On October 28, 2011, a lawsuit was filed by Callertone Innovations, LLC (“Callertone™) against T-Mobile USA, Inc. (“T-Mobile”) in the
U.S. District Court for the District of Delaware alleging that T-Mobile infringes Callertone’s patents by providing ringback tone services. We
agreed to indemnify T-Mobile against the claims based on an indemnity that is claimed to be owed by us. The complaint was served on T-
Mobile on January 16, 2012, and we filed our answer on April 9, 2012, We dispute the plaintiff’s allegations regarding both the validity of its
patents and its claims of infringement against T-Mobile. We are unable to provide meaningful quantification of how the final resolution of this
litigation may impact our future consolidated financial statements.

In July 2010, the Washington State Office of the Attorney General (Washington AG) sent a letter referencing complaints from consumers
relating to RealNetworks® various consumer products since 2005. The letter advised us that we may be violating Washington State’s consumer
protection laws, and invited us to consider changing certain of our consumer practices. We subsequently met with representatives of the
Washington AG to review and discuss the complaints and, although we did not believe that our practices violated the law, we voluntarily made
changes to certain of our online order paths through which consumers purchase our subscription products in order to address certain of the
Washington AG’s concerns.

Notwithstanding the foregoing, in March and September 2011, the Consumer Protection Division of the Washington AG issued civil
investigative demands to us requesting information and documents relating to certain of our consumer marketing practices during the period
from 2005 to 2011. We are cooperating and are in discussions with the Washington AG regarding the investigation, and have been responding to
the Washington AG’s requests. The Washington AG has not initiated any enforcement action against us. We do not believe we have violated any
laws, but the final outcome of the investigation remains uncertain. In light of the status of the investigation, we accrued $2.4 million for potential
amounts associated with the investigation in the quarter ended March 31, 2012, but the investigation could ultimately result in additional
expenses, monetary damages, penalties or injunctive relief against us that could have a material adverse impact on our future consolidated
financial statements.

On April 25, 2007, a lawsuit was filed by Greenville Communications, LLC in Greenville, Mississippi against a number of cell phone
carriers, including our partners T-Mobile USA, Inc. and Alltel Corporation, alleging that they infringe its patents by providing ringback tone
services. We agreed to indemnify T-Mobile and Alltel against the claims based on an indemnity that is claimed to be owed by us. On August 27,
2007, our motion to transfer this matter to the U.S. District Court for the District of New Jersey was granted. The parties briefed claim
construction, but the case was subsequently stayed pending reexamination of the patents at issue. On December 10, 2009, the U.S. Patent and
Trademark Office issued notice of its intent to issue reexamination certificates for the patents in suit. The District Court lifted the stay on the
litigation on January 29, 2010 and discovery has resumed. On September 28, 2011, the District Court held a claims construction hearing but has
not yet issued a ruling. We dispute the plaintiff’s allegations regarding both the validity of its patents and its claims of infringement against our
partners. We are unable to quantify in a meaningful way the potential impact of the final resolution of this litigation on our future consolidated
financial statements.
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From time to time we are, and expect to continue to be, subject to legal proceedings, governmental investigations and claims in the
ordinary course of business, including employment claims, contract-related claims, and claims of alleged infringement of third-party patents,
trademarks and other intellectual property rights. These claims, including those described above, even if not meritorious, could force us to spend
significant financial and managerial resources. We are not aware of any other legal proceedings or claims that we believe will have, individually
or taken together, a material adverse effect on our business, prospects, financial condition or results of operations. However, we may incur
substantial expenses in defending against third-party claims. In addition, given the broad distribution of some of our consumer products, any
individual claim related to those products could give rise to liabilities that may be material to us. In the event of a determination adverse to us,
we may incur substantial monetary liability, and/or be required to change our business practices. Either of these could have a material adverse
effect on our consolidated financial statements.

Note 15. Segment Information

We have three reporting segments: (1) Core Products, which includes financial results from existing and future software as a service
offerings of ringback tones, music on demand, video on demand, storefront services and inter-carrier messaging; systems integration and
professional services; Helix software and licenses for handsets; SuperPass; and the Company’s international radio subscriptions; (2) Emerging
Products, which includes financial results from RealPlayer, including distribution of third-party products, advertising and other revenue, and new
products and services that will be introduced over time for consumers or enterprise customers; and (3) Games, which includes all games-related
financial results, including game sales, subscriptions services, syndication services, advertising-supported games, and mobile and social games.

Corporate overhead expenses, including but not limited to finance, legal, stock compensation and headquarters facilities are reported in the
aggregate as “Corporate” expenses and are not reflected in segment results for the business segments described in the preceding paragraph.
Corporate amounts in 2012 include expenses related to sale of patent and other technology assets. Only direct business segment expenses, such
as research and development, marketing and certain other business shared services are reflected in the associated business segment results.

RealNetworks reports three reporting segments based on factors such as how the we manage our operations and how our Chief Operating
Decision Maker reviews results. Our Chief Operating Decision Maker is considered to be the CEO Staff (CEOS), which includes the Chief
Executive Officer, Chief Financial Officer, Executive Vice President and certain Senior Vice Presidents. The CEOS reviews financial
information presented on both a consolidated basis and on a business segment basis, accompanied by certain disaggregated information about
products and services, geographical regions and corporate expenses for purposes of making decisions and assessing financial performance. The
accounting policies used to derive segment results are generally the same as those described in Note 1, Description of Business and Summary of
Significant Accounting Policies .

Segment results for the quarters ended March 31, 2012 and 2011 were as follows (in thousands):

Core Products
Quarters Ended March 31,
. ‘ 2012 2011

Revenue:: .. s N e L - $ 37,697 $ 48,107
Cost of revenue 17,828 20,984

" Grossprofit R B O S 19,869 27,123
Operating expenses 18,068 19,386
Operating income (loss) , $ 1,801 $ 1,737
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Emerging Products

Quarters Ended March 31,
o 2012 2011

Revenue E S EO e $ 10,159 w#¢ 11,135 :
Cost of revenue . 2, 105 1,540
Grossprofit~ = . Ll R T PR 8,054 . 9,595

Operating expenses 7,546 9,891

Operating income (loss) L CoT R 4 508§ (296):

Games

Quarters Ended March 31,
2012 2011

Revenue R B . $ 19,108 .. $ 28,059 .
Cost of revenue 0,661 8,534
~ Grossprofit ) T T T 124471 T 119,525
Operating expenses 13,430 16,814

Opetating income (loss) S A8 (983) - $..271L

Corporate

Quarters Ended March 31,
Cost of revenue ‘ ‘ T T S 8337 1,008
Sale of patents and other technology assets, net of costs ] 1,580 0
Operating expenises =" i ‘ A; o o, w 17,455 14,810

Operating income (loss) $ (19,868) $(15,818)

Our customers consist primarily of consumers and corporations located in the U.S., Europe and various foreign countries. Revenue by
geographic region is as follows (in thousands):

Quarters Ended
March 31,
2012 2011

United States© & * o e s 0 $31814 $44,469
Europe L 16,212 18,960
Rest of the world o Lo o - 18,938 123,872

Total net revenue $66,964 $87,301

Long-lived assets, consisting of equipment, software, leasehold improvements, other intangible assets, and goodwill by geographic region
are as follows (in thousands):

March 31, December 31,

' 7 2012 2011
United ' States -~ £ I B o :$37,98 . $§ 38543
Republic of Korea - _ o B 3,665 4,063
Burope & oo B i C2.827 - 2,949+
Rest of the world 6,718 5,286
. -Total long-lived asgets .. : ' 5 $51,199  $. 50,841
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Net assets by geographic location are as follows (in thousands):

December 31,
March 31,

A e 2012 2o
United Statés %7 ” ' §325196 - §7225.271
RepublicofKorea .~ = e .. L2 1,903
Europe o 26,642 7 7 30,130
Rest of the world ' 12,504 - ”“13,\918;’,'

Total net assets S < $265,374 ¢ $:271,287

Note 16. Related Party Transactions

Transactions with Rhapsody , See Note 4 Rhapsody Joint Venture for details on the 2010 restructuring transaction involving Rhapsody.
Subsequent to the restructuring transaction, we are obligated to provide Rhapsody with certain support services unless earlier terminated by
Rhapsody. These support services are expected to be completed during 2012. The support services include information technology and limited
operational support provided directly to Rhapsody. The amount of these and other support service costs were based on various measures
depending on the service provided, including vendor fees, an allocation of fixed costs and time employees spend on providing services to
Rhapsody. RealNetworks allocates the cost of providing these support services and records such allocation as a reduction to the related expense
in the period for which it was incurred. During the quarters ended March 31, 2012 and 2011, we charged Rhapsody $0.3 million and $0.9
million, respectively, for the support services.

Transactions with LoEn Entertainment, Inc. In 2008, RealNetworks acquired approximately 11% of the outstanding shares of LoEn
Entertainment, Inc. (LoEn). The Company paid market price for the common shares of LoEn, which are traded on the Korean Securities Dealers
Automated Quotations. The Company’s investment in LoEn is treated as an equity investment of a public company and is marked-to-market
each period with resulting gains or losses recognized in accumulated other comprehensive loss as unrealized holding gains/losses on investment.
During the quarters ended March 31, 2012 and 2011, we recorded revenue from LoEn of approximately $3.9 million and $4.1 million,
respectively. This revenue consisted primarily of sales of application service provider services, which include sales of ringback tones, music-on-
demand, video-on-demand, and inter-carrier messaging services. Associated with these transactions, the Company also recorded accounts
receivable of approximately $1.5 million as of March 31, 2012. Accounts payable and cost of revenue balances associated with LoEn as of and
for the quarters ended March 31, 2012 and 2011 were nominal.

Note 17. Subsequent Event

On April 5, 2012, RealNetworks completed the sale of certain patents, patent applications and related rights held by us, and certain of our assets
relating to our next generation video codec technologies to Intel Corporation pursuant to the Asset Purchase Agreement (the “Asset Purchase
Agreement”), dated as of January 26, 2012, between the Company and Intel. In accordance with the Asset Purchase Agreement, Intel acquired
the assets for a cash purchase price of $120.0 million. In addition, pursuant to the license agreement, dated as of January 26, 2012 (the “License
Agreement”), between Intel and the Company, as of April 5, 2012, Intel granted us a non-exclusive, royalty-free, fully paid up, irrevocable
(except as set forth in the License Agreement) and worldwide license (without the right to grant sublicenses) to use the patent assets we sold to
Intel in connection with our businesses.

Because the transaction closed subsequent to the end of our first quarter of 2012, the gain on the transaction will first be reflected in our
financial statements for the quarter ending June 30, 2012. The $120.0 million of cash we received will be presented as a gain on our income
statement, net of certain direct costs incurred, in the quarter ending June 30, 2012. We currently estimate that the total of these direct costs will
be approximately $3.5 million. Of the $3.5 million of estimated total direct costs, $1.6 million was incurred and is reported in our Statement of
Operations and Comprehensive Income (Loss) for the quarter ended March 31, 2012.

The Asset Purchase Agreement provides that we have specified obligations to indemnify Intel for breaches of representations and
warranties we made, and covenants we agreed to, in the Asset Purchase Agreement and for certain potential future intellectual property
infringement claims brought by a third party against Intel. The amount of any potential liabilities related to our indemnification obligations will
not be determined until a claim has been made, but the Asset Purchase Agreement provides that we will indemnify Intel up to the amount of the
purchase price we received in the sale.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

This Quarterly Report on Form 10-Q and the documents incorporated herein by reference contain forward-looking statements that have
been made pursuant to the provisions of the Private Securities Litigation Reform Act of 1995. These forward-looking statements are based on
current expectations, estimates, and projections about RealNetworks ' industry, products, management’s beliefs, and certain assumptions made
by management. Words such as “anticipates,” “expects,” “intends,” “plans,” “believes,” “seeks,” “estimates,” and similar expressions are
intended to identify forward-looking statements. All statements contained in this report that do not relate to matters of historical fact should be
considered forward-looking statements. Forward-looking statements include statements with respect to:

2 et

* future revenues, operating expenses, income and other taxes, tax benefits, net income (loss) per diluted share available to common
shareholders, acquisition costs and related amortization, and other measures of results of operations;

* the effects of our past acquisitions and expectations for future acquisitions and divestitures;

« the effect on our businesses of the sale of certain patent assets and next generation codec assets to Intel Corporation;

= plans, strategies and expected opportunities for future growth, increased profitability and innovation;

* theprospects for creation and growth of strategic partnerships and the resulting financial benefits from such partnerships;

* the expected financial position, performance, growth and profitability of, and investment in, our businesses and the availability of
resources;

* our involvement in potential claims, legal proceedings and government investigations, the expected course and costs of existing claims,
legal proceedings and government investigations, and the potential outcomes and effects of both existing and potential claims, legal
proceedings and governmental investigations on our business, prospects, financial condition or results of operations;

* the expected benefits and other consequences from the 2010 restructuring of Rhapsody and from our other strategic initiatives;
* our expected introduction of new and enhanced products, services and technologies across our businesses;

« the effects of legislation, regulations, administrative proceedings, court rulings, settlement negotiations and other factors that may
impact our businesses;

* the continuation and expected nature of certain customer relationships;
* Iimpacts of competition and certain customer relationships on the future financial performance and growth of our businesses;
* the effects of U.S. and foreign income and other taxes on our business, prospects, financial condition or results of operations; and

* the effect of economic and market conditions on our business, prospects, financial condition or results of operations.

These statements are not guarantees of future performance and actual actions or results may differ materially. These statements are
subject to certain risks, uncertainties and assumptions that are difficult to predict, including those noted in the documents incorporated herein
by reference. Particular attention should also be paid to the cautionary language in Item 14 of Part II entitled “Risk Factors.” RealNetworks
undertakes no obligation to update publicly any forward-looking statements as a result of new information, future events or otherwise, unless
required by law. Readers should, however, carefully review the risk factors included in other reports or documents filed by RealNetworks from
time to time with the Securities and Exchange Commission, particularly the Quarterly Reports on Form 10-Q and any Current Reports on Form
8-K.

Overview

‘We manage our business and report revenue and profit (loss) in three segments: (1) Core Products, (2) Emerging Products and (3) Games.
‘Within Core Products, our revenue is derived primarily from the sale of our software as a service (SaaS) offerings, and within Emerging
Products, our revenue is derived primarily from the sale of our RealPlayer media player software and from the associated distribution of third-
party products. We report common corporate overhead expenses, including finance, legal, headquarters facilities and stock compensation costs,
in the aggregate as Corporate results. Our most significant expenses relate to cost of revenue, compensating employees, and selling and
marketing our products and services.

In the first quarter of 2012, our operating results continued to reflect revenue declines in our Core Products and Games segments. Our total
revenue decline of $20.3 million for the quarter ended March 31, 2012, compared with the same period in 2011, was nearly all comprised of a
decline of $10.4 million in our Core Products segment and a decline of $9.0 million in our Games segment.
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Our Saa$ business within Core Products continues to experience competitive pricing pressure from carriers and the proliferation of
smartphone applications and services, which do not depend on our carrier customers for distribution to consumers. In addition, pricing for our
intercarrier messaging services is changing to fixed-price structures, which do not reflect volume increases. In our Games segment, consumer’s
game play is shifting from downloadable PCs games and online game subscriptions, where we currently generate the large majority of overall
Games revenues, to social networks and mobile devices. Since 2011, we have been focusing on developing social games and monetizing social
game play experiences. However, the revenue we currently generate from social games is not a significant portion of our Games revenue.

On April 5, 2012, we completed the sale of certain patents, patent applications and related rights and assets relating to our Next Generation
Video codec technologies pursuant to the Asset Purchase Agreement between the Company and Intel Corporation dated January 26, 2012. We
received gross cash consideration of $120.0 million from the sale, and we intend to invest the proceeds in our businesses.

Condensed consolidated results of operations for the quarters ended March 31, 2012 and 2011 are as follows (dollars in thousands):

Quarters Ended March 31,
2012 2011 $ Change % Change

Totalrevenue i+ . .3 L &k $66,964 - .$87,301 v $(20337) .. (23)%
Cost of revenue 27,427 32,066 (4,639) 14

.-+ Gréss profit SR - i 39,537 " ... 5;23: = (28)

Gross margin , 59% ,

Sale of patents and other technology assets, netofcosts =~ .. . 1,580 .. . —. . 1,580 i —
Operating expenses _ 56,499 60,901 (4,402) @)

In the quarter ended March 31, 2012, our total consolidated revenue declined by $20.3 million, compared with the year-earlier period. The
reduction in revenue resulted from a decline of $10.4 million in our Core Products segment and a decline of $9.0 million in our Games segment,
due to the factors described above.

Gross margin declined to 59% from 63% for the year earlier period primarily due to certain costs of revenue that do not decrease in direct
proportion to decreases in revenue.

Costs for the sale of patents and other technology assets of $1.6 million related to certain direct expenses incurred in the first quarter of
2012 for the sale transaction with Intel Corporation.

Operating expenses improved by $4.4 million in the quarter ended March 31, 2012, compared with the prior year due primarily to a decline
in restructuring costs totaling $5.3 million and reduced personnel and related costs of $5.2 million. These decreases were offset in part by an
expense accrual of $2.4 million in the quarter ended March 31, 2012 for potential amounts associated with the pending investigation by the
Washington State Attorney General’s office. In addition, the first quarter of 2011 included a benefit of $6.4 million related to an insurance
reimbursement for previously settled litigation that reduced expense.

See “Segment Operating Results” below for more information and discussion regarding changes in the operating results for each of our
reporting segments.

Segment Operating Results
Core Products

The Core Products segment primarily generates revenue and incurs costs from the sales of Saa$S services, such as ringback tones, inter-
carrier messages, music on demand and video on demand; professional services and system integration services to carriers and mobile handset

companies; sales of licenses of our software products such as Helix for handsets; and consumer subscriptions such as SuperPass and
international radio subscriptions.
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Core Products segment results of operations for the quarters ended March 31, 2012 and 2011 are as follows (dollars in thousands):

Quarters Ended March 31,
2012 2011 $ Change ~ % Change
Revenus .. oo SRl $37,697.. . $48,107 . "$(10410). .7 w4 (22)%
Cost of revenue 17,828 20,984 __(3,156) (15)
. Gross profit S e . , _ . 19,869, 27,123 (7,254 ... 27)
Gross margin 53% ) 56% ,
Operating expenses : -, 18,068 ©_19,386 (1,318 - (D
Operating income (loss) $ 1,801 $ 7,737 $ (5,936) (7%

Total Core Products revenue decreased by $10.4 million in the quarter ended March 31, 2012, compared with the year-earlier period,
primarily due to reduced revenue from our SaaS offerings of $7.1 million. The decline in SaaS revenue was due primarily to a $4.7 million
decline in our ringback tone and ring tone revenues primarily due to a decline in subscribers and to lower intercarrier messaging contract prices
that contributed $1.8 million to the decline. Revenue from systems integration, a business we have de-emphasized since 2008, decreased by $1.4
million and revenue from our SuperPass product decreased $1.3 million due to a decline in subscribers.

Cost of revenue decreased $3.2 million in the quarter ended March 31, 2012, compared with the year-earlier period. During the quarter,
costs related to our Saa$ offerings decreased by $1.3 million and costs related to sales of systems integrations decreased by $1.2 million.

Operating expenses declined by $1.3 million for the quarter ended March 31, 2012, compared with the year-earlier period, primarily due to
reductions in personnel and related costs that resulted from our restructuring efforts.

Emerging Products

The Emerging Products segment primarily generates revenue and incurs costs from sales of RealPlayer and its related products, such as the
distribution of third-party software products, advertising on RealPlayer websites, and sales of RealPlayerPlus software licenses to consumers.
Also included within the Emerging Products segment is the cost to build and develop new product offerings for consumers and business
customers.

Emerging Products segment results of operations for the quarters ended March 31, 2012 and 2011 are as follows (dollars in thousands):

Quarters Ended March 31,

- 2012 2011 $ Change ~ % Change

Revenue - - R o & o $10,159 $11,135 . $.976) & ©)%

Cost of revenue 2,105 1,540 565 37
Gross profit . oo e 8054 9595 (L3 .. (16
Gross margin 79% 86%

Operating expenses 1,546 9,891 2345 - (2%

Operating income (loss) $ 508 $ (296) $ 804 272%

Total Emerging Products revenue decreased by $1.0 million in the quarter ended March, 31, 2012, compared with the year-earlier period,
due primarily to lower revenue from the distribution of third-party software.

Cost of revenue increased for the quarter ended March 31, 2012, mainly due to increased costs on certain products.

Operating expenses decreased by $2.3 million in the quarter ended March 31, 2012, compared with the year-earlier period primarily due to
reductions in personnel and related costs that resulted from our restructuring efforts.

Games

The Games segment primarily generates revenue and incurs costs from the creation, distribution and sales of games licenses, online games
subscription services, advertising on game sites and social network sites, games syndication services, and microtransactions from online and
social games, and sales of mobile games.
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Games segment results of operations for the quarters ended March 31, 2012 and 2011 are as follows (dollars in thousands):
Quarters Ended March 31,

) . o ) 2012 2011 $ Change % Change
Revenue : ‘ - $19,108 $28,059  $(8,951) (32)%
Cost of revenue ) 6,661 ‘ ‘ \.‘8,534 o 1,873) - (22)

i Gross profit - LT R TR 12,447 *19,525 - (7,078) - (36)
Gross margin 65% 70%

Operating expenses -, ‘ o . ‘ ‘ 13,430 16,814 _(3,384) R 40}
Operating income (loss) $ (983) $ 2,711 $(3,694) (136)%

Total Games revenue decreased by $9.0 million in the quarter ended March 31, 2012, compared with the year-earlier period. Lower
revenue from license sales and our subscription products contributed approximately $4.2 million and $3.1 million, respectively, to the decline
during the period. The decrease in license revenue is a result of a decrease in the number of games sold through our games syndication services,
as well as lower sales of mobile games sold through our wholesale channels. Lower subscription revenue is a result of fewer subscribers
compared with the year-earlier period.

Cost of revenue decreased by $1.9 million in the quarter ended March 31, 2012, compared with the year-earlier period. The decrease was
due to the decrease in partner royalties expense, which has a direct correlation with the decrease in Games revenue. Gross margins decreased for
the quarter ended March 31, 2012, due to lower advertising revenue, a higher margin product, as well as increased costs associated with
providing our games.

Operating expenses declined by $3.4 million in the quarter ended March 31, 2012, respectively, compared with the year-earlier period. The
decrease was primarily due to reductions in marketing expenses, as well as personnel and related costs, of approximately $2.0 million and $0.7
million in the quarter ended March 31, 2012, respectively.

Corporate

Certain corporate-level activity is not allocated to our segments, including costs of: human resources, legal, finance, information
technology, procurement activities, litigation, corporate headquarters, legal settlements and contingencies, stock compensation, losses on excess
office facilities and employee severance costs.

Corporate segment results of operations for the quarters ended March 31, 2012 and 2011 are as follows (dollars in thousands):

Quarters Ended March 31,
2012 2011 § Change % Change
Sale of patents and other technology assets net of costs 1,580 0 1,580 100
Operating expenses ‘ 17,455 - 14,810 2,645 18
Operating income (loss) $(19,868)  $(15,818)  $(4,050) (26)%

The costs of $1.6 million related to the sale of patents and other technology assets were for certain direct expenses incurred in the first
quarter of 2012 for the asset sale transaction with Intel.

Operating expenses increased by $2.6 million in the quarter ended March 31, 2012, compared with the year-earlier period. The increase
compared with the prior period was primarily due to the impact of a benefit of $6.4 million related to an insurance reimbursement for previously
settled litigation that reduced expense in the first quarter of 2011, and an expense accrual of $2.4 million in the quarter ended March 31, 2012 for
potential amounts associated with the pending investigation by the Washington State Attorney General’s office. These increases were partially
offset by lower restructuring charges of $5.3 million.
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Consolidated Operating Expenses

Consolidated operating expenses consist primarily of salaries and related personnel costs including stock based compensation, consulting
fees associated with product development, sales commissions, amortization of certain intangible assets capitalized in our acquisitions,
professional service fees, advertising costs, restructuring and related charges, and losses on excess office facilities. Operating expenses for the
quarters ended March 31, 2012 and 2011 are as follows (dollars in thousands):

Quarters Ended March 31,
2012 2011 $ Change % thqge
Research and:development = L oo e $17.818 - $19,895 L $(2,077) i (10)%
Sales and marketing 23,796 28,480 (4,684) (16)
General and administrative - 13276 . 5,622 7,654 - 136
Restructuring and other charges 1,609 6,904 (5,29 an -
" Total’consolidated operating expenses $56,499°  $60,901  $(4,402)" (D%

Research and development expenses decreased by $2.1 million in the quarter ended March 31, 2012, compared with the year-earlier
period. The decline was primarily due to a decrease in personnel and related costs of approximately $1.4 million resulting from our restructuring
activities.

Sales and marketing expenses decreased by $4.7 million in the quarter ended March 31, 2012, compared with the year-earlier period. The
decline was primarily due to a decrease in personnel and related costs of approximately $2.8 million resulting from our restructuring activities
and to lower expenses for marketing and related activities of $1.4 million.

General and administrative expenses increased by $7.7 million in the quarter ended March 31, 2012, compared with the year-earlier period.
This increase was primarily due to the impact of a benefit of $6.4 million related to an insurance reimbursement for previously settled litigation
that reduced expense in the first quarter of 2011 and an expense accrual of $2.4 million in the quarter ended March 31, 2012 for potential
amounts associated with the pending investigation by the Washington State Attorney General’s office.

Restructuring and other charges consist of costs associated with the realignment and reorganization of our business operations and
primarily include separation costs for employees, including severance and other benefits.

Other Income (Expenses)
Other income (expenses), net for the quarters ended March 31, 2012 and 2011 are as follows (dollars in thousands):

Quarters Ended March 31,
2012 2011 $ Change % Change
Interest mcome, net o $ 644 $ 379 $ 265 0%
Equity in net loss of Rhapsody and other equlty method 1nvestments (368) (3,281) 2,913
Other income (expense), net™ - . R . 14755 “(122) 1,597,
Total other income (expense), net $1,751 $(3,024) '3 4,775

The increase in Other income (expense), net, of $1.6 million was primarily due to a non-cash gain in the quarter ended March 31, 2012,
due to the release of a $1.6 million cumulative foreign exchange translation gain out of accumulated other comprehensive income on the balance
sheet related to the liquidation of an investment in one of our foreign entities.

Income Taxes

During the quarters ended March 31, 2012 and 2011, we recognized income tax expense of $0.2 million and $3.6 million, respectively,
related to U.S. and foreign income taxes. The decrease in income tax expense and the change in income tax expense as a percentage of pre-tax
loss during the quarter ended March 31, 2012, was largely the result of an increase in unrecognized tax benefits in the prior year period and a
change in our jurisdictional income mix.

The sale of patents and other technology assets to Intel Corporation, which was completed on April 5, 2012 and is described in more detail
in Note 17, Subsequent Event, will be recorded as a gain, before certain direct costs, of $120.0 million in the quarter ending June 30, 2012. For
tax reporting purposes, this transaction is being considered a discrete item for the quarter ended June 30,
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2012 and we currently expect that it will result in incremental tax expense of approximately $24 million for the quarter ended June 30, 2012.
Because of our U.S. net operating loss carryforwards and capital loss carryforwards, we do not expect to incur any significant cash tax costs
related to this transaction.

As of March 31, 2012, there have been no material changes to RealNetworks’ uncertain tax positions disclosures as provided in Note 14 of
the 2011 10-K. We currently anticipate the closure of foreign income tax examinations in the next twelve months that may decrease our total
unrecognized tax benefits by up to $13.7 million as a result of the successful defense of our positions, the settlement and payment of a liability,
or a combination thereof. Additionally, we anticipate that our total unrecognized tax benefits may increase by up to $2.8 million as a result of a
potential transfer pricing-change.

The majority of our tax expense is due to income in our foreign jurisdictions as we have not benefitted from the losses in the U.S in the
first quarter of 2012. We generate income in a number of foreign jurisdictions, some of which have higher tax rates and some of which have
lower tax rates relative to the U.S. federal statutory rate. Our tax expense could fluctuate significantly on a quarterly basis to the extent income is
lower than anticipated in countries where we have lower statutory tax rates and higher than anticipated in countries where we have higher
statutory tax rates. For the quarter ended March 31, 2012, decreases in tax expense from income generated in foreign jurisdictions with lower tax
rates in comparison to the U.S. federal statutory rate was offset by increases in tax expense from income generated in foreign jurisdictions
having comparable, or higher tax rates in comparison to the U.S. federal statutory rate. As such, the effect of differences in foreign tax rates on
the Company’s tax expense for the first quarter of 2012 is minimal.

As of March 31, 2012, we have not provided for U.S. federal and state income taxes on certain undistributed earnings of our foreign
subsidiaries, since such earnings are considered indefinitely reinvested outside the U.S. If these amounts were distributed to the U.S., in the form
of dividends or otherwise, the Company could be subject to additional U.S. income taxes. It is not practicable to determine the U.S. federal
income tax liability or benefit on such earnings due to the timing of such future distributions, the availability of foreign tax credits, and the
complexity of the computation if such earnings were not deemed to be permanently reinvested. If future events, including material changes in
estimates of cash, working capital, and long-term investment requirements necessitate that these earnings be distributed, an additional provision
for U.8S. income and foreign withholding taxes, net of foreign tax credits, may be necessary.

We file numerous consolidated and separate income tax returns in the United States, including federal, state and local returns, as well as in
foreign jurisdictions. With few exceptions, we are no longer subject to United States federal income tax examinations for tax years prior to 2008
or state, local or foreign income tax examinations for years prior to 1993. RealNetworks, Inc. and /or subsidiaries are under audit by various
states and foreign jurisdictions for certain tax years subsequent to 1993.

Geographic Revenue

Revenue by geographic region is as follows (dollars in thousands):

Quarters Ended March 31,
‘ ] 2012 2011 $ Change % Change
United States - ) L .. $31,814 $44,469 $(12,655) A (28)%
Europe 16,212 18,960 (2,748) (14)
Rest of world: - R T i ‘ - 18,938 . 23,872 . &(4,934)...5. . QD .
Total net revenue $66,964 $87,301 $(20,337) (23)%

Revenue in the United States declined by $12.7 million in the quarter ended March 31, 2012, compared with the year-earlier period. The
decline was due primarily to reductions in revenue generated from our SaaS offerings of $4.8 million and lower sales of games subscriptions and
licenses of approximately $4.5 million.

Revenue in Europe declined by $2.7 million in the quarter ended March 31, 2012, compared with the year-earlier period. The decrease was
due to lower licensing, subscription and advertising revenue from our Games segment of $3.4 million, offset by an increase in technology
licensing revenue in our Core Products segment of $1.0 million.

Revenue in rest of world decreased by $4.9 million in the quarter ended March 31, 2012, compared with the year-earlier period. The
decrease in the quarter ended March 31, 2012 was primarily due to lower revenue from our SaasS services of $2.7 million and decreased systems
integration revenue of $1.4 million.
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License Fees and Service Revenue

License fees and Service revenue are as follows (dollars in thousands):

Quarters Ended March 31,

o S , 2012 2011 §Chang "% Change
License - © . L0 . T D 314956 - $18414 - (3458) (19)%.
Service 52,008 68,887 (16,879) (25)

' Total netrevenue - < | o T il $66,964 7 $87.301 $(20,337) - :(23)%

License Fees.

License fees decreased by $3.5 million for the quarter ended March 31, 2012, compared with the year-earlier period. Sales of games during
the quarter declined by $4.1 million, offset in part by higher unit sales of RealPlayer Plus of $0.4 million compared with the year-earlier period.

Service Revenue.

Service revenue decreased by $16.9 million in the quarter ended March 31, 2012, compared with the year-earlier period. The decline was
primarily due to reduced service revenue from our SaaS offerings of approximately $7.1 million and lower sales of our subscription products of
$4.8 million.

Cost of License Fees and Service Revenue
Cost of License fees and Service revenues are as follows (dollars in thousands):

Quarters Ended March 31,
2012 2011 $ Change % Change

License: 0 0 T S 830 ¥ 5246 SL9TA T G8%
Service 24.155 26,820 (2.665) (10)
Total cost of revenue. , 827427 . $32,066 $(4,639) A%

Cost of License Fees.

Cost of license fees decreased by $2.0 million for the quarter ended March 31, 2012, compared with the year-earlier period. The decrease
was primarily due to reduced partner royalties expenses in our Games segment, as a result of the decline in Games revenue.

Cost of Service Revenue.

Cost of service revenue decreased by $2.7 million for the quarter ended March 31, 2012, compared with the year-earlier period. The
decrease during the period is primarily due to reduced costs associated with our SaaS services of $1.3 million and reduced costs related to
systems integrations of $1.2 million.

New Accounting Pronouncements

See “Note 2 Recent Accounting Pronouncements” to Condensed Consolidated Financial Statements included in Part I, Item 1 of this report
for information regarding new accounting pronouncements.

Liquidity and Capital Resources

The following summarizes working capital, cash, cash equivalents, short-term investments, and restricted cash (in thousands):

December 31,
March 31,
...... A 2012 2011
Working capital - : : N -$145,002 - -$ 160,787 .
Cash, cash equivalents, and short—term 1nvestments o - 167,013 185,072
Resmcted cash equivalents and investments - I 10,193, 10,168
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The following summarizes cash flows (in thousands):

Quarters Ended
March 31,

A N S 2012 __ 200
Cash used in operating activities . : : CUU$(17,242)  -$5(5,186)
Cash provided by (used in) investing activities B ) B (7,740) 14,764
Cash provided by (used in) financing activities. - .. ‘=i . - e 675 1,127

Cash used in operating activities consisted of net income (loss) adjusted for certain non-cash items including depreciation, amortization,
stock-based compensation, deferred income taxes, and the effect of changes in certain operating assets and liabilities, net of acquisitions.

The higher amount of cash used in operating activities for the quarter ended March 31, 2012 compared to the same period in 2011 was
primarily due to changes in the timing of certain payments related to accrued and other liabilities which decreased operating cash flow by $3.2
million for the quarter ended March 31, 2012 and increased operating cash flow by $3.2 million for the quarter ended March 31, 2011, and the
higher net loss of $17.0 million for the quarter ended March 31, 2012 compared to the net loss of $12.3 million for the quarter ended March 31,
2011.

In the quarter ended March 31, 2012, cash used in investing activities of $7.7 million was due to purchases, net of sales and maturities, of
short-term investments of $4.9 million, and purchases of equipment, software and leasehold improvements of $2.8 million. In the quarter ended
March 31, 2011, investing activities provided cash of $14.8 million primarily from the sales and maturities, net of purchases, of short-term
investments of $15.9 million.

Financing activities in the quarters ended March 31, 2012 and 2011 provided cash from the proceeds from the exercise of employee stock
options.

The declaration and payment of future dividends, as well as the amount thereof, are subject to the discretion of our board of directors and
will depend upon our results of operations, financial condition, capital levels, cash requirements, future prospects and other factors deemed
relevant by our board of directors. Accordingly, there can be no assurance that we will declare and pay any dividends in the future.

‘We currently have no planned significant capital expenditures for 2012 other than those in the ordinary course of business. In the future,
we may seek to raise additional funds through public or private equity financing, or through other sources such as credit facilities. The sale of
additional equity securities could result in dilution to our shareholders. In addition, in the future, we may enter into cash or stock acquisition
transactions or other strategic transactions that could reduce cash available to fund our operations or result in dilution to shareholders.

Our principal future cash commitments include office leases. We believe that our current cash, cash equivalents, and short-term
investments will be sufficient to meet our anticipated cash needs for working capital and capital expenditures for at least the next 12 months.

On April 5, 2012, we completed the sale of certain patents, patent applications and related rights and assets relating to our Next Generation
Video codec technologies pursuant to the Asset Purchase Agreement between the Company and Intel Corporation dated January 26, 2012. We
received gross cash consideration of $120.0 million from the sale, and the net cash proceeds were invested in liquid securities in the U.S.

We do not hold derivative financial instruments or equity securities in our short-term investment portfolio. Our cash equivalents and short-
term investments consist of high quality securities, as specified in our investment policy guidelines. The policy limits the amount of credit
exposure to any one non-U.S. Government or non-U.S. Agency issue or issuer to a maximum of 5% of the total portfolio. These securities are
subject to interest rate risk and will decrease in value if interest rates increase. Because we have historically had the ability to hold our fixed
income investments until maturity, we do not expect our operating results or cash flows to be significantly affected by a sudden change in market
interest rates in our securities portfolio.

We conduct our operations primarily in five functional currencies: the U.S. dollar, the Korean won, the Japanese yen, the British pound
and the euro. We currently do not hedge the majority of our foreign currency exposures and are therefore subject to the risk of exchange rate
fluctuations. We invoice our international customers primarily in U.S. dollars, except for certain countries where we invoice our customers
primarily in the respective foreign currencies. We are exposed to foreign exchange rate fluctuations as the financial results of foreign subsidiaries
are translated into U.S. dollars in consolidation. Our exposure to foreign exchange rate fluctuations also arises from intercompany payables and
receivables to and from our foreign subsidiaries.

As of March 31, 2012, approximately $42.6 million of the $167.0 million of cash, cash equivalents, and short-term investments was held
by our foreign subsidiaries. If these funds are needed for our operations in the U.S., we may be required to accrue and pay U.S. taxes to
repatriate these funds. However, our intent is to permanently reinvest these funds outside of the U.S. and our current plans do not demonstrate a
need to repatriate them to fund our U.S. operations. Additionally, the Company currently has significant net operating losses and other tax
attributes that could be used to offset most potential U.S. income tax that could result if these
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amounts were distributed to the U.S. We utilize a variety of tax planning and financing strategies in an effort to ensure that our worldwide cash is
available in the locations in which it is needed. We do not expect restrictions or potential taxes on repatriation of amounts held outside of the U.S
to have a material effect on our overall liquidity, financial condition or results of operations.

As of March 31, 2012, we have not provided for U.S. federal and state income taxes on certain undistributed earnings of our foreign
subsidiaries, since such earnings are considered indefinitely reinvested outside the U.S. If these amounts were distributed to the U.S, in the future
in the form of dividends or otherwise, we could be subject to additional U.S. income taxes. It is not practicable to determine the U.S. federal
income tax liability or benefit on such earnings due to the timing of such future distributions, the availability of foreign tax credits, and the
complexity of the computation if such earnings were not deemed to be permanently reinvested. If future events, including material changes in
estimates of cash, working capital, and long-term investment requirements necessitate that these earnings be repatriated, an additional provision
for U.S. income and foreign withholding taxes, net of foreign tax credits, may be necessary.

Off-Balance Sheet Arrangements

Our only significant off-balance sheet arrangements relate to operating lease obligations for office facility leases.

Critical Accounting Policies and Estimates
Critical Accounting Policies and Estimates

The preparation of our financial statements requires us to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenue and
expenses during the reported period. Our critical accounting policies and estimates are as follows:

» Revenue recognition;

+ Estimating music publishing rights and music royalties;

 Estimating recoverability of deferred costs;

» Estimating allowances for doubtful accounts and sales returns;

+ Estimating losses on excess office facilities;

+ Valuation of equity method investments;

» Valuation of available for sale securities;

» Valuation of long-lived assets;

+ Valuation of goodwill;

+ Stock-based compensation; and

* Accounting for income taxes.
Revenue Recognition. We recognize revenue when persuasive evidence of an arrangement exists, delivery has occurred, the sales price is fixed
or determinable, and collection is probable. Physical products are considered delivered to the customer once they have been shipped and title and

risk of loss have been transferred. For online sales, the products or services are considered delivered at the time the product or services are made
available, digitally, to the end user.

We recognize revenue on a gross or net basis. In most arrangements, we confract directly with end user customers, are the primary obligor and
carry all collectability risk. In such arrangements, we recognize revenue on a gross basis. In some cases, we utilize third-party distributors to sell
products or services directly to end user customers and carry no collectability risk. In such instances, we recognize revenue on a net basis.
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In our direct to consumer business segments, we derive revenue through (1) subscriptions of SuperPass within our Core Products segment and
subscriptions sold by our Games segment, (2) sales of content downloads, software and licenses offered by our Core Products, Emerging
Products and Games segments and (3) the sale of advertising and the distribution of third-party products on our websites and in our games. Prior
to April 1, 2010, our direct to consumer business also included the products and services offered by our Music segment, which was primarily
sold by the Rhapsody joint venture and included in our Music segment. Beginning on April 1, 2010, revenue from the Rhapsody joint venture is
no longer consolidated within our financial statements. We now report our share of Rhapsody’s net income or losses as “Equity in net loss of
Rhapsody and other equity method investments.”

Consumer subscription products are paid in advance, typically for monthly, quarterly or annual duration. Subscription revenue is recognized
ratably over the related subscription time period. Revenue from sales of content downloads, software and licenses is recognized at the time the
product is made available, digitally, to the end user. Revenue generated from advertising on our websites and from advertising and the
distribution of third-party products included in our products is recognized as revenue at the time of delivery.

We also generate revenue through business-to-business channels by providing services within our Core Products segment enabling mobile
carriers to deliver audio and video content to their customers and by selling software licenses and products and related support and other
services. Revenue generated from services provided to mobile carriers that enable the delivery of audio and video content to their customers is
recognized as the services are provided. Setup fees to build these services are recognized ratably upon launch of the service over the remaining
expected term of the service.

Non-software revenue arrangements with multiple deliverables are divided into separate units and revenue is allocated using estimated selling
prices if the Company does not have vendor-specific objective evidence or third-party evidence of the selling prices of the deliverables. A
portion of the revenue related to the sale of software licenses and products and related support and other services is recorded as unearned due to
undelivered elements including, in some cases, post-delivery support and the right to receive unspecified upgrades or enhancements on a when-
and-if-available basis. Unearned revenue due to undelivered elements is recognized ratably on a straight-line basis over the related products’
contract term.

Estimating Music Publishing Rights and Music Royalty Accruals. We must make estimates of amounts owed related to our music publishing
rights and music royalties for our domestic and international music services primarily incurred by Rhapsody which was separated from our
operating results beginning April 1, 2010. Unsettled obligations incurred prior to April 1, 2010 remain our liability. Material differences may
impact the amount and timing of our expense for any period if management made different judgments or utilized different estimates. Under
copyright law, we may be required to pay licensing fees for digital sound recordings and compositions we deliver. Copyright law generally does
not specify the rate and terms of the licenses, which are determined by voluntary negotiations among the parties or, for certain compulsory
licenses where voluntary negotiations are unsuccessful, by arbitration. There are certain geographies and agencies for which we have not yet
completed negotiations with regard to the royalty rate to be applied to the current or historic sales of our digital music offerings. Our estimates
are based on contracted or statutory rates, when established, or management’s best estimates based on facts and circumstances regarding the
specific music services and agreements in similar geographies or with similar agencies. While we base our estimates on historical experience and
on various other assumptions that management believes to be reasonable under the circumstances, actual results may differ materially from these
estimates under different assumptions or conditions.

Estimating Recoverability of Deferred Costs. We defer costs on projects for service revenue and system sales. Deferred costs consist primarily
of direct and incremental costs to customize and install systems, as defined in individual customer contracts, including costs to acquire hardware
and software from third parties and payroll costs for our employees and other third parties.

We recognize such costs as a component of cost of revenue, the timing of which is dependent upon the revenue recognition policy by contract.
For revenue recognized under the completed contract method, costs are deferred until the products are delivered, or upon completion of services
or, where applicable, customer acceptance. For revenue recognized under the percentage of completion method, costs are recognized as products
are delivered or services are provided in accordance with the percentage of completion calculation. For revenue recognized ratably over the term
of the contract, costs are recognized ratably over the term of the contract, commencing on the date of revenue recognition. At each balance sheet
date, we review deferred costs to ensure they are ultimately recoverable. Any anticipated losses on uncompleted contracts are recognized when
evidence indicates the estimated total cost of a contract exceeds its estimated total revenue.
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Assessing the recoverability of deferred project costs is based on significant assumptions and estimates, including future revenue and cost of
sales. Significant or sustained decreases in revenue or increases in cost of sales in future periods could result in additional impairments of
deferred project costs. We cannot accurately predict the amount and timing of such impairments. Should the value of deferred project costs
become impaired, we would record the appropriate charge, which could have a material adverse effect on our financial condition or results of
operations.

Estimating Allowances for Doubtful Accounts and Sales Returns. We make estimates of the uncollectible portion of our accounts receivable. We
specifically analyze the age of accounts receivable and historical bad debts, customer credit-worthiness and current economic trends when
evaluating the adequacy of the allowance for doubtful accounts. Similarly, we make estimates of potential future product returns related to
current period revenue. We analyze historical returns, current economic trends, and changes in customer demand and acceptance of our products
when evaluating the adequacy of the sales returns allowance. Significant judgments and estimates are made and used in connection with
establishing allowances for doubtful accounts and sales returns in any accounting period. Material differences may result in the amount and
timing of our revenue for any period if we were to make different judgments or utilize different estimates or actual future experience was
different from the judgments and estimates.

Estimating Losses on Excess Office Facilities. We made significant estimates in determining the appropriate amount of accrued loss on excess
office facilities. If we made different estimates, our loss on excess office facilities could be significantly different from that recorded, which
could have a material impact on our operating results.

Valuation of Equity Method Investments. We use the equity method in circumstances where we have the ability to exert significant influence,
but not control, over an investee or joint venture. We initially record our investment based on a fair value analysis of the investment. Prior to
2010, most of our equity method investments were purchased with cash which was determined to be fair value. For the investment in Rhapsody
as of March 31, 2010, we used multiple valuation models that were based on assumptions of future results, including operating and cash flow
projections, to calculate the fair value since we contributed both cash and non-cash items in exchange for our interest. These models were based
upon estimates and assumptions relating to future revenue, cash flows, operating expenses, costs of capital and capital purchases. These
estimates and assumptions are complex and subject to a significant degree of judgment with respect to certain factors including, but not limited
to, the cash flows of long-term operating plans, market and interest rate risk, and risk-commensurate discount rates and cost of capital.

We record our percentage interest in the investee or joint venture’s income or loss under this method, which will increase or decrease the value
of the investment. We record investee losses up to the aggregate amount of the investment.

We evaluate impairment of an investment valued under the equity method only if events and circumstances warrant. An impairment charge
would be recorded whenever a decline in value of an equity investment below its carrying amount is determined to be other than temporary. In
determining if a decline is other than temporary, we consider factors such as the length of time and extent to which the fair value of the
investment has been less than the carrying amount of the investee or joint venture, the near-term and longer-term operating and financial
prospects of the investee or joint venture and our intent and ability to hold the investment for a period of time sufficient to allow for any
anticipated recovery.

Valuation of Available for Sale Securities . Our investments in publicly traded companies are accounted for as available-for-sale and are carried
at current market value. We periodically evaluate whether any declines in fair value of our available for sale securities are other-than-temporary
based on a review of qualitative and quantitative factors. For investments with publicly quoted market prices, these factors include the time
period and extent by which its accounting basis exceeds its quoted market price. We consider additional factors to determine whether declines in
fair value are other-than-temporary, such as the investee’s financial condition, results of operations, and operating trends. The evaluation also
considers publicly available information regarding the investee companies.

Valuation of Long-Lived Assets. Long-lived assets consist primarily of property, plant and equipment, as well as amortizable intangible assets
acquired in business combinations. Long-lived assets are amortized on a straight line basis over their estimated useful lives. We review long-
lived assets for impairment whenever events or changes in circumstances indicate the carrying amount of such assets may not be recoverable.
Recoverability of these assets is measured by comparison of their carrying amount to future undiscounted cash flows the assets are expected to
generate. If long-lived assets are considered to be impaired, the impairment to be recognized equals the amount by which the carrying value of
the assets exceeds their fair market value. The impairment analysis of long-lived assets is based upon estimates and assumptions relating to our
future revenue, cash flows, operating expenses, costs of capital and capital purchases. These estimates and assumptions are complex and subject
to a significant degree of judgment with respect to certain factors including, but not limited to, the cash flows of our long-term operating plans,
market and interest rate risk, and risk-commensurate discount rates and cost of capital. Significant or sustained declines in future revenue or cash
flows, or adverse changes in our business climate, among other factors, and their resulting impact on the estimates and assumptions relating to
the value of our long-lived assets could result in the need to perform an impairment analysis in future interim periods which could result in a
significant impairment. While we believe our estimates and assumptions are reasonable, due to their complexity and subjectivity, these estimates
and assumptions could vary period to period.
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Valuation of Goodwill. We assess the impairment of goodwill on an annual basis, in our fourth quarter, or whenever events or changes in
circumstances indicate that the fair value of the reporting unit to which goodwill relates is less than the carrying value. We consider a synthesis
of the following important factors that could trigger an impairment review include the following:

- poor economic performance relative to historical or projected future operating results;
+ significant negative industry, economic or company specific trends;

< market and interest rate risk;

 changes in the manner of our use of the assets or the plans for our business; and

* loss of key personnel.

In addition, we perform a reconciliation of our market capitalization plus a reasonable control premium to the aggregated implied fair value of all
of our reporting units.

If we were to determine that the fair value of a reporting unit was less than its carrying value, including goodwill, based upon the annual test or
the existence of one or more of the above indicators of impairment, we would measure impairment based on a comparison of the implied fair
value of reporting unit goodwill with the carrying amount of goodwill. The implied fair value of goodwill is determined by allocating the fair
value of a reporting unit to its assets (recognized and unrecognized) and liabilities in a manner similar to a purchase price allocation. The
residual fair value after this allocation is the implied fair value of the goodwill of the reporting unit. To the extent the carrying amount of
reporting unit goodwill is greater than the implied fair value of reporting unit goodwill, we would record an impairment charge for the
difference. Judgment is required in determining our reporting units and assessing fair value of the reporting units.

The impairment analysis of goodwill is based upon estimates and assumptions relating to our future revenue, cash flows, operating expenses,
costs of capital and capital purchases. These estimates and assumptions are complex and subject to a significant degree of judgment with respect
to certain factors including, but not limited to, the cash flows of our long-term operating plans, market and interest rate risk, and risk-
commensurate discount rates and cost of capital.

Stock-Based Compensation. Stock-based compensation cost is estimated at the grant date based on the award’s fair-value as calculated by the
Black-Scholes option-pricing model or other appropriate valuation models and is recognized as expense over the requisite service period, which
is the vesting period. The valuation models require various highly judgmental assumptions including volatility in our common stock price and
expected option life. If any of the assumptions used in the valuation models change significantly, stock-based compensation expense may differ
materially in the future from the amounts recorded in our consolidated statement of operations. We are required to estimate forfeitures at the time
of grant and revise those estimates in subsequent periods if actual forfeitures differ from those estimates. We use historical data to estimate pre-
vesting option forfeitures and record stock-based compensation expense only for those awards that are expected to vest.

Accounting for Income Taxes. We use the asset and liability method of accounting for income taxes. Under this method, income tax expense is
recognized for the amount of taxes payable or refundable for the current year. In addition, deferred tax assets and liabilities are recognized for
the expected future tax consequences of temporary differences between the financial reporting and tax basis of assets and liabilities and for
operating losses and tax credit carryforwards. Deferred tax assets and liabilities and operating loss and tax credit carryforwards are measured
using enacted tax rates expected to apply to taxable income in the years in which those temporary differences and operating loss and tax credit
carryforwards are expected to be recovered or settled. We must make assumptions, judgments and estimates to determine current provision for
income taxes, deferred tax assets and liabilities and any valuation allowance to be recorded against deferred tax assets. Our judgments,
assumptions, and estimates relative to the current provision for income tax take into account current tax laws, our interpretation of current tax
laws and possible outcomes of future audits conducted by foreign and domestic tax authorities. Changes in tax law or our interpretation of tax
laws and future tax audits could significantly impact the amounts provided for income taxes in our consolidated financial statements.

Each reporting period we must periodically assess the likelihood that our deferred tax assets will be recovered from future taxable income, and to
the extent that recovery is not more likely than not, a valuation allowance must be established. The establishment of a
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valuation allowance and increases to such an allowance result in either increases to income tax expense or reduction of income tax benefit in the
statement of operations and comprehensive income. Factors we consider in making such an assessment include, but are not limited to, past
performance and our expectation of future taxable income, macroeconomic conditions and issues facing our industry, existing contracts, our
ability to project future results and any appreciation of our investments and other assets.

As of March 31, 2012, approximately $42.6 million of the $167.0 million of cash, cash equivalents, and short-term investments was held by our
foreign subsidiaries.

As of March 31, 2012, we have not provided for U.S. federal and state income taxes on certain undistributed earnings of our foreign subsidiaries,
since such earnings are considered indefinitely reinvested outside the U.S. If these amounts were distributed to the U.S., in the form of dividends
or otherwise, the Company could be subject to additional U.S. income taxes. It is not practicable to determine the U.S. federal income tax
liability or benefit on such earnings due to the timing of such future distributions, the availability of foreign tax credits, and the complexity of the
computation if such earnings were not deemed to be permanently reinvested. If future events, including material changes in estimates of cash,
working capital, and long-term investment requirements necessitate that these earnings be distributed, an additional provision for U.S. income
and foreign withholding taxes, net of foreign tax credits, may be necessary.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

The following discussion about our market risk involves forward-looking statements. All statements that do not relate to matters of
historical fact should be considered forward-looking statements. Actual results could differ materially from those projected in any forward-
looking statements.

Interest Rate Risk. Our exposure to interest rate risk from changes in market interest rates relates primarily to our short-term investment
portfolio. We do not hold derivative financial instruments or equity investments in our short-term investment portfolio. Our short-term
investments consist of investment grade debt securities as specified in our investment policy. Investments in both fixed and floating rate
instruments carry a degree of interest rate risk. The fair value of fixed rate securities may be adversely impacted due to a rise in interest rates,
while floating rate securities may produce less income than expected if interest rates fall. Additionally, a declining rate environment creates
reinvestment risk because as securities mature the proceeds are reinvested at a lower rate, generating less interest income. See Note 6 “Cash,
Cash Equivalents, Short-Term Investments, Restricted Cash Equivalents and Investments” for additional information. Due in part to these
factors, our future interest income may be adversely impacted due to changes in interest rates. In addition, we may incur losses in principal if we
are forced to sell securities that have declined in market value due to changes in interest rates. Because we have historically had the ability to
hold our short-term investments until maturity, we would not expect our operating results or cash flows to be significantly impacted by a sudden
change in market interest rates. There have been no material changes in our investment methodology regarding our cash equivalents and short-
term investments during the quarter ended March 31, 2012. Based on our cash, cash equivalents, short-term investments, and restricted cash
equivalents as of March 31, 2012, a hypothetical 10% increase/decrease in interest rates would not increase/decrease our annual interest income
or cash flows by more than a nominal amount.

Investment Risk. As of March 31, 2012, we had investments in voting capital stock of both publicly traded and privately-held technology
companies for business and strategic purposes. Our investments in publicly traded companies are accounted for as available-for-sale, carried at
current market value and are classified as long-term as they are strategic in nature. We periodically evaluate whether any declines in fair value of
our investments are other-than-temporary based on a review of qualitative and quantitative factors. For investments with publicly quoted market
prices, these factors include the time period and extent by which its accounting basis exceeds its quoted market price. We consider additional
factors to determine whether declines in fair value are other-than-temporary, such as the investee’s financial condition, results of operations, and
operating trends. The evaluation also considers publicly available information regarding the investee companies. For investments in private
companies with no quoted market price, we consider similar qualitative and quantitative factors as well as the implied value from any recent
rounds of financing completed by the investee. Based upon an evaluation of the facts and circumstances during the quarter ended March 31,
2012, we determined that no additional other-than-temporary decline in fair value had occurred and therefore no impairment charges were
recorded.

Foreign Currency Risk. We conduct business internationally in several currencies. As such, we are exposed to adverse movements in
foreign currency exchange rates.

Our exposure to foreign exchange rate fluctuations arise in part from: (1) translation of the financial results of foreign subsidiaries into U.S.
dollars in consolidation; (2) the remeasurement of non-functional currency assets, liabilities and intercompany balances into U.S. dollars for
financial reporting purposes; and (3) non-U.S. dollar denominated sales to foreign customers. A portion of these risks is managed through the
use of financial derivatives, but fluctuations could impact our results of operations and financial position.
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Generally, our practice is to manage foreign currency risk for the majority of material short-term intercompany balances through the use of
foreign currency forward contracts. These contracts require us to exchange currencies at rates agreed upon at the contract’s inception. Because
the impact of movements in currency exchange rates on forward contracts offsets the related impact on the short-term intercompany balances,
these financial instruments help alleviate the risk that might otherwise result from certain changes in currency exchange rates. We do not
designate our foreign exchange forward contracts related to short-term intercompany accounts as hedges and, accordingly, we adjust these
instruments to fair value through results of operations. However, we may periodically hedge a portion of our foreign exchange exposures
associated with material firmly committed transactions, long-term investments, highly predictable anticipated exposures and net investments in
foreign subsidiaries. Some of our unhedged exposures are reconciled through our statement of operations on a mark-to-market basis each
quarter, so to the extent we continue to experience adverse economic conditions, we may record losses related to such unhedged exposures in
future periods that may have a material adverse effect on our financial condition and results of operations.

Our foreign currency risk management program reduces, but does not entirely eliminate, the impact of currency exchange rate movements.

We have cash balances denominated in foreign currencies which are subject to foreign currency fluctuation risk. The majority of our
foreign currency denominated cash is held in Korean won and euros. A hypothetical 10% increase or decrease in the Korean won and euro
relative to the U.S. dollar as of March 31, 2012 would not result in more than a nominal amount of unrealized gain or loss.

Foreign currency transaction gains and losses were not material for the quarters ended March 31, 2012 or 2011.

Ttem 4. Controls and Procedures

(a) Evaluation of Disclosure Controls and Procedures. Based on an evaluation as of the end of the period covered by this report, our
principal executive officer and principal financial officer have concluded that our disclosure controls and procedures (as defined in Rules 13a-15
(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended (the “Exchange Act”)) were effective to ensure that information
required to be disclosed by us in reports that we file or submit under the Exchange Act (1) is recorded, processed, summarized and reported
within the time periods specified in Securities and Exchange Commission rules and forms, and (2) is accumulated and communicated to our
management, including our principal executive officer and principal financial officer, as appropriate to allow timely decisions regarding required
disclosure.

(b) Changes in Internal Controls. There have not been any changes in our internal control over financial reporting (as such term is defined
in Rule 13a-15(f) and 15d-15(f) under the Exchange Act) during the quarter ended March 31, 2012, that have materially affected, or are
reasonably likely to materially affect, our internal control over financial reporting.
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PART II. OTHER INFORMATION

Item 1. Legal Proceedings

See Note 14, Commitments and Contingencies to Condensed Consolidated Financial Statements included in Part I, Ttem 1 of this report for
information regarding legal proceedings.

Item 1A. Risk Factors

You should carefully consider the risks described below together with all of the other information included in this 10-Q. The risks and
uncertainties described below are not the only ones facing our company. If any of the following risks actually occurs, our business, financial
condition or operating results could be harmed. In such case, the trading price of our common stock could decline, and investors in our common
stock could lose all or part of their investment.

We need to successfully introduce new products and services to grow our businesses.

Our business is dependent upon the introduction of new products and services, which is subject to a number of risks. The process of
developing new, and enhancing existing, products and services is complex, costly and uncertain. Providing products and services that are
attractive and useful to subscribers and consumers is in part subject to unpredictable and volatile factors beyond our control, including end-user
preferences and competing products and services. Any failure by us to timely respond to or accurately anticipate consumers’ changing needs,
emerging technological trends or important changes in the market or competition for products and services we plan to introduce could
significantly harm our current market share or result in the loss of market opportunities. In addition, we must make long-term investments,
develop or obtain appropriate intellectual property and commit significant resources before knowing whether our predictions will accurately
reflect consumer demand for our products and services, which may result in no return or a loss on our investments. Furthermore, new products
and services may be subject to legal challenge. Responding to these potential claims may require us to enter into royalty and licensing
agreements on unfavorable terms, require us to stop distributing or selling, or to redesign our products or services, or to pay damages. If we do
not successfully introduce new products and services, our operating results may be materially harmed.

The mobile entertainment market is evolving rapidly and highly competitive.

The market for mobile entertainment services, including our ring back tones, music on demand and video on demand solutions, is highly
competitive and evolving rapidly, particularly with the growth in the use of smartphones. Increased use of smartphones has resulted in a
proliferation of applications and services that compete with our SaaS services and, in many cases, are not dependent upon our carrier customers
to make them available to subscribers. To maintain or enhance our competitive position, we may need to develop new SaaS services that enable
our carrier customers to compete with the broad range of applications and other services available in the market. We face competition, and may
face future competition, from major media companies, Internet portal companies, content aggregators, wireless software providers and other
pure-play wireless entertainment publishers, some of which have greater financial resources than we do. Furthermore, while most of our carrier
customers do not offer internally developed services that compete with ours, if our carrier customers begin developing these services internally,
we could be forced to lower our prices or increase the amount of service we provide in order to maintain our business with those carrier
customers. Increased competition has in the past resulted in pricing pressure, forcing us to lower the selling price of our services. If we are
unable to develop or provide services that compete effectively in the mobile entertainment market, our operating results and financial condition
may be materially harmed.

Contracts with our carrier customers subject us to significant risks that could negatively impact our revenue or otherwise harm our operating
results.

We derive a material portion of our revenue from our SaaS offerings we provide to carriers. Many of our SaaS contracts with carriers
provide for revenue sharing arrangements, but we have little control over the pricing decisions of our carrier customers. Furthermore, most of
these contracts do not provide for guaranteed minimum payments or usage levels. Because most of our carrier customer contracts are
nonexclusive, it is possible that our mobile carrier customers could purchase similar services from third parties and cease to use our services in
the future. As a result, our revenue derived under these agreements could be substantially reduced depending on the pricing and usage decisions
of our carrier customers. In addition, some of our SaaS contracts require us to incur significant set-up costs prior to the launch of services with a
carrier customer. In the fourth quarter of 2011, we reduced our forecast for profitability associated with certain carrier customer contracts for
which the total costs exceeded the total revenue we expect to recognize from these contracts, and as a result, we recorded impairment of deferred
costs totaling $20.0 million. We cannot provide assurance that we will not record additional impairments or other charges in future periods
related to our carrier customer contracts, which would negatively impact our results of operations.

In addition, none of our SaaS contracts with carriers obligates our carrier customers to market or distribute any of our SaaS offerings.
Despite the lack of marketing commitments, revenue related to our SaaS offerings is, to a large extent, dependent upon the marketing and
promotion activities of our carrier customers. In addition, many of our carrier contracts are short term and allow for early termination by the
carrier with or without cause. These contracts are therefore subject to renegotiation of pricing or other key
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terms that could be adverse to our interests and leave us vulnerable to non-renewal by the carriers. The loss of carrier customers, a reduction in
marketing or promotion of our Saa$S offerings, or the termination, non-renewal or renegotiation of contract terms that are less favorable to us
would likely result in the loss of future revenues from our SaaS offerings.

Finally, nearly all of our carrier contracts obligate us to indemnify the carrier customer for certain liabilities and losses incurred by them,
including liabilities resulting from third party claims for damages that arise out of the use of our technology. These indemnification terms
provide us with certain procedural safeguards, including the right to control the defense of the indemnified party. Pursuant to these
indemnifications obligations, we have agreed to control the defense on behalf of three of our carrier customers related to pending patent
infringement proceedings, and we are vigorously defending them. These pending proceedings or future claims against which we may be
obligated to defend our carrier customers could result in payments that could materially harm our business or our consolidated financial
statements.

A majority of the revenue that we generate in our Core Products business segment is dependent upon our relationship with a few customers,
including SK Telecom and Verizon; any deterioration of these relationships could materially harm our business.

We generate a significant portion of our revenue from sales of our mobile entertainment services to a few of our mobile carrier customers,
including SK Telecom, a leading wireless carrier in South Korea. In the near term, we expect that we will continue to generate a significant
portion of our total revenue from these customers, particularly SK Telecom and Verizon. If these customers fail to market or distribute our
services or terminate their business contracts with us, or if our relationships with these customers deteriorate in any significant way, we may be
unable to replace the affected business arrangements with acceptable alternatives. Our relationship with SK Telecom may also be affected by the
general state of the economy of South Korea. Failure to maintain our relationships with these customers could have a material negative impact
on our revenue and operating results.

Our businesses face substantial competitive and other challenges that may prevent us from being successful in, and negatively impact future
growth in, those businesses.

Many of our current and potential competitors in our businesses have longer operating histories, greater name recognition, more employees
and significantly greater resources than we do. To effectively compete in the markets for our products and services, we may experience the
following consequences, any of which would adversely affect our operating results and the trading price of our stock:

* reduced prices or margins,

* Joss of current and potential customers, or partners and potential partners who provide content we distribute to our customers,

« changes to our products, services, technologies, licenses or business practices or strategies,

+ lengthened sales cycles,

* industry-wide changes in content distribution to customers or in trends in consumer consumption of digital media products and services,
+ pressure to prematurely release products or product enhancements, or

 degradation in our stature or reputation in the market.
In addition, we face the following competitive risks relating to our businesses:

Our SuperPass subscription service faces competition from a broad variety of entertainment sources, including traditional media outlets
and emerging Internet media sources. We expect this competition to continue to be intense as the market and business models for Internet video
content mature and more competitors enter these new markets. Competing services may be able to obtain better or more favorable access to
compelling video content than us, may develop better offerings than us and may be able to leverage other assets or technologies to promote or
distribute their offerings successfully. Our RealPlayer software services compete with alternative streaming media playback technologies and
audio and video formats including Microsoft Windows Media Player and Adobe Flash and their related file formats, each of which has obtained
very broad market penetration. In addition, our overall ability to sell subscription services depends in part on the use of our formats on the
Internet, and declines in the use of our formats have negatively affected, and are expected to continue to negatively affect, our subscription
revenue and increase costs of obtaining new subscribers. If we are unable to compete successfully, including through the introduction of
compelling new products and services, our SuperPass and RealPlayer businesses could continue to decline.

Our GameHouse, Zylom and Atrativa branded services compete with other online aggregators and distributors of online, downloadable and
social casual PC games. Some of these competitors have high volume distribution channels and greater financial resources than we do. Our
Games business also competes with many other smaller companies that may be able to adjust to market conditions, including responding
effectively to the growing popularity of casual games on social networks, faster than us. We also face increasing price competition in the casual
games market, and some of our competitors may be able to lower prices more aggressively than us. We expect competition to intensify in this
market from these and other competitors, and no assurance can be made that we will be able to achieve growth in our revenue. Our games
development studios compete primarily with other developers of online, downloadable, mobile and social casual PC games and must continue to
develop popular and high-quality game titles. Our Games business must also continue to execute on opportunities to expand the play of our
games on a variety of non-PC platforms, including social networks, in order to maintain our competitive position and to grow the business.
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We may not be successful in maintaining and growing our distribution of digital media products.

Maintaining and growing the distribution of digital media products through our websites and our other distribution channels is important to
our future prospects, including future growth through the introduction of new products and services distributed through these channels. We
cannot predict whether consumers will continue to download and use our digital media products consistent with past usage, which may reduce
our ability to generate revenue from those products as well as result in lower than expected adoption of newly introduced products and services.
Our inability to maintain continued high volume distribution of our digital media products could also hold back the growth and development of
related revenue streams from these market segments, including the distribution of third-party products and sales of our subscription services, and
therefore could harm our business and our prospects. Our revenue from the distribution of third-party products will also be negatively impacted
if those products are not widely downloaded by consumers, including due to the relative market saturation of such products. In addition, our
revenue from the distribution of third party products is currently significantly dependent on a single customer contract. If that contract is not
renewed or terminated and cannot be replaced by another similar customer contract, our financial results would be harmed.

Our operating results are difficult to predict and may fluctuate, which may contribute to volatility in our stock price.

The trading price for our common stock has been volatile, ranging from $6.81 to $15.08 per share during the 52-week period ended
March 31, 2012. As a result of the rapidly changing markets in which we compete, our operating results may fluctuate from period-to-period,
which may continue to contribute to the volatility of our stock price. In past periods, our operating results have been affected by personnel
reductions and related charges, charges relating to losses on excess office facilities, restructuring charges and impairment charges for certain of
our equity investments, goodwill and other long-lived assets. Our operating results may be adversely affected by similar or other charges or
events in future periods, including, but not limited to:

+ impairments of long-lived assets,
+ integrating and operating newly acquired businesses and assets, and

« the general difficulty in forecasting our operating results and metrics, which could result in actual results that differ significantly from
expected results.

Certain of our product and service investment decisions (for example, research and development and sales and marketing efforts) are based
on predictions regarding business and the markets in which we compete. Fluctuations in our operating results, particularly when experienced
beyond what we expected, could cause the trading price of our stock to continue to fluctuate.

Continued loss of revenue from some of our subscription services may harm our operating results.

Our operating results could be adversely impacted by the loss of subscription revenue. Subscribers may cancel their subscriptions to our
services for many reasons, including a perception that they do not use the services sufficiently or that the service does not provide enough value,
a lack of attractive or exclusive content generally or as compared with competitive service offerings, or because customer service issues are not
satisfactorily resolved. Revenue from our SuperPass subscription service has declined in recent periods due in part to our focus on other products
and services we offer, and we expect this trend to continue. For the subscription services we offer, we must continue to obtain compelling digital
media content for our video and games services in order to maintain and increase usage and overall customer satisfaction for these products. Our
operating results may be negatively impacted if we cannot obtain content for our subscription services on commercially reasonable terms.

Government regulation of the Internet is evolving, and unfavorable developments could have an adverse affect on our operating results.

We are subject to regulations and laws specific to the marketing, sale and delivery of goods and services over the Internet. These laws and
regulations cover taxation, user privacy, data collection and protection, copyrights, electronic contracts, sales procedures, automatic subscription
renewals, credit card processing procedures, consumer protections, broadband Internet access and content restrictions. We cannot guarantee that
we have been or will be fully compliant in every jurisdiction, as it is not entirely clear how existing laws and regulations governing issues such
as privacy, taxation and consumer protection apply or will be enforced with respect to the products and services we sell through the Internet.
Moreover, as Internet commerce continues to evolve, increasing regulation and/or enforcement efforts by federal, state and foreign agencies
becomes more likely. The adoption of any laws or regulations or the imposition of other legal requirements that adversely affect our ability to
market, sell, and deliver our products and services could decrease demand for our service offerings, resulting in lower revenue. Future
regulations, or changes in laws and regulations or their existing interpretations or applications, could also require us to change our business
practices, raise compliance costs or other costs of doing business and result in additional historical or future liabilities for us, resulting in adverse
impacts on our business and our operating results.
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As a consumer-facing business, we receive complaints from our customers regarding our consumer marketing efforts and our customer
service practices. Some of these customers may also complain to government agencies, and from time to time, those agencies have made
inquiries to us about these practices. In March and September 2011, the Consumer Protection Division of the Washington State Office of the
Attorney General (Washington AG) issued civil investigative demands to us requesting information and documents relating to certain of our
consumer marketing practices during the period from 2005 to 2011. We are cooperating and are in discussions with the Washington AG
regarding the investigation, and have been responding to the Washington AG’s requests. The Washington AG has not initiated any enforcement
action against us. We believe our practices have been consistent with industry standards and have not violated any laws, but the final outcome of
the investigation remains uncertain. In light of the status of the investigation, we accrued $2.4 million for potential amounts associated with the
investigation in the quarter ended March 31, 2012, but the investigation could ultimately result in additional expenses, monetary damages,
penalties or injunctive relief against us that could have a material adverse impact on our future consolidated financial statements.
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Uncertainty and adverse conditions in the economy could have a material adverse impact on our business, financial condition and results of
operations.

Weaknesses in the national and global economy has resulted in recent years in a decline in overall consumer and corporate spending,
declines in consumer and corporate access to credit, fluctuations in foreign exchange rates, declines in the value of assets and increased liquidity
risks, all of which could materially impact our business, financial condition and results of operations. We provide digital entertainment services
to consumers directly and indirectly through our carrier customers. Consumers may consider the purchase of our products and services to be a
discretionary expenditure. As a result, consumers considering whether to purchase our products or services may be influenced by
macroeconomic factors that affect consumer spending such as unemployment, conditions in the residential real estate and mortgage markets and
access to credit when making a determination whether to commence, continue, or stop subscribing to or otherwise purchasing our products and
services. In addition, businesses may reduce their advertising spending during adverse macroeconomic conditions, which would negatively
impact the revenue we generate through sales of advertising on our websites and other properties. We recorded impairments to our assets in 2008
and 2009 due in part to weakness in the global economy, and if there is a sustained period of significant weakness or uncertainty in the global
economy, we may need to record additional impairments to our assets in future periods. If any of these risks are realized, we may experience a
material adverse impact on our financial condition and results of operations.

Our restructuring efforts may not yield the anticipated benefits to our shareholders.

We have been restructuring the operating and overhead costs of, and taking other measures to simplify, our business and operations. We
have never before pursued initiatives to this extent and there is no assurance that our efforts will be successful. Our business and operations may
be harmed to the extent there is customer or employee uncertainty surrounding the future direction of our product and service offerings and
strategy for our businesses. Our restructuring activities have included implementing cost-cutting initiatives, which could materially impact our
ability to compete in future periods. If we have not effectively re-aligned the cost structure of our remaining businesses or otherwise do not
execute effectively on our strategic plans, our stock price may be adversely affected, and we and our shareholders will not realize the anticipated
financial, operational and other benefits from such initiatives.

The restructuring of Rhapsody may not yield the anticipated benefits to us or to Rhapsody.

On March 31, 2010, we completed the restructuring transactions of our digital audio music service joint venture, Rhapsody America LLC
(Rhapsody). As a result of the restructuring, we no longer have operational control over Rhapsody and Rhapsody’s operating performance is no
longer consolidated with our condensed consolidated financial statements. We believe the restructuring will provide Rhapsody with the financial,
intellectual property and other key assets, and the operational flexibility to compete more effectively in the digital music market. Rhapsody’s
inability to operate and compete effectively as an independent company could adversely impact its financial condition and results of operations,
which in turn could materially impact our reported net income (loss) in future periods. In addition, Rhapsody has generated losses since its
inception, and the new structure may not alter this trend. If Rhapsody continues to incur losses, or if it otherwise experiences a significant
decline in its business, we may incur a loss on our investment, which could have a material adverse effect on our financial condition and results
of operations.

Given the current proportion of the outstanding equity of Rhapsody that we hold, we anticipate that we will need to receive Rhapsody’s
unaudited quarterly financial statements in order to timely prepare our quarterly consolidated financial statements and also to report certain of
Rhapsody’s financial results, as may be required, in our quarterly reports on Form 10-Q. In addition, we may be required to include Rhapsody’s
annual audited financial statements in our annual report on Form 10-K in future periods. As we no longer exert operational control over
Rhapsody, we cannot guarantee that Rhapsody will deliver its financial statements to us in a timely manner, or at all, or that the unaudited
financial statement information provided by Rhapsody will not contain inaccuracies that are material to our reported results. Any failure to
timely obtain Rhapsody’s quarterly financial statements or to include its audited financial statements in our future annual reports on Form 10-K,
if required, could cause our reports to be filed in an untimely manner, which would preclude us from utilizing certain registration statements and
could negatively impact our stock price.

We depend upon our executive officers and key personnel, but may be unable to attract and retain them, which could significantly harm our
business and results of operations.

Our success depends on the continued employment of certain executive officers and key employees. In January 2010, Rob Glaser, our
founder and the only Chief Executive Officer in our history, resigned as Chief Executive Officer, but remained the Chairman of our Board of
Directors. In March 2011, Robert Kimball resigned as Chief Executive Officer and Michael Lunsford was appointed as Interim Chief Executive
Officer, and since November 2011, Thomas Nielsen has served as our President and Chief Executive Officer. Accordingly, we are experiencing
our third transition at the Chief Executive Officer level in less than two years. We cannot provide assurance that we will effectively manage
these transitions, which may impact our ability to retain our remaining key executive officers and which could harm our business and operations
to the extent there is customer or employee uncertainty arising from these transitions.
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Our success is also dependent upon our ability to identify, atiract and retain highly skilled management, technical and sales personnel.
Qualified individuals are in high demand and competition for such qualified personnel in our industry, particularly engineering talent, is intense,
and we may incur significant costs to attract or retain them. Our ability to attract and retain personnel may also be made more difficult by the
uncertainty created by the recent changes at our Chief Executive Officer position. There can be no assurance that we will be able to attract and
retain the key personnel necessary to sustain our business or support future growth.

Acquisitions and divestitures involve costs and risks that could harm our business and impair our ability to realize potential benefits from
these transactions.

As part of our business strategy, we have acquired and sold technologies and businesses in the past and expect that we will continue to do
so in the future. The failure to adequately manage transaction costs and address the financial, legal and operational risks raised by acquisitions
and divestitures of technology and businesses could harm our business and prevent us from realizing the benefits of these transactions.

Transaction-related costs and financial risks related to completed and potential future purchase or sale transactions may harm our financial
position, reported operating results, or stock price. Previous acquisitions have resulted in significant expenses, including amortization of
purchased technology, amortization of acquired identifiable intangible assets and the incurrence of charges for the impairment of goodwill and
other intangible assets, which are reflected in our operating expenses. New acquisitions and any potential additional future impairment of the
value of purchased assets, including goodwill, could have a significant negative impact on our future operating results.

Purchase and sale transactions also involve operational risks that could harm our existing operations or prevent realization of anticipated
benefits from a transaction. These operational risks include:

« difficulties and expenses in assimilating the operations, products, technology, information systems, and/or personnel of the acquired
company;

* retaining key management or employees of the acquired company;
* entrance into unfamiliar markets, industry segments, or types of businesses;

» operating, managing and integrating acquired businesses in remote locations or in countries in which we have little or no prior
experience;

« diversion of management time and other resources from existing operations;
» impairment of relationships with employees, affiliates, advertisers or content providers of our business or acquired business; and

+ assumption of known and unknown liabilities of the acquired company, including intellectual property claims.

We may be unable to adequately protect our proprietary rights or leverage our technology assets, and may face risks associated with third-
party claims relating to our intellectual property.

Our ability to compete across our businesses partly depends on the superiority, uniqueness and value of our technology, including both
internally developed technology and technology licensed from third parties. To protect our proprietary rights, we rely on a combination of patent,
trademark, copyright and trade secret laws, confidentiality agreements with our employees and third parties, and protective contractual
provisions. Our efforts to protect our intellectual property rights may not assure our ownership rights in our intellectual property, protect or
enhance the competitive position of our products and services or effectively prevent misappropriation of our technology. We also routinely
receive challenges to our trademarks and other proprietary intellectual property that we are using in our business activities in China. Disputes
regarding the validity and scope of patents or the ownership of technologies and rights associated with streaming media, digital distribution, and
online businesses are common and likely to arise in the future. We may be forced to litigate to enforce or defend our patents and other
intellectual property rights or to determine the validity and scope of other parties’ proprietary rights, enter into royalty or licensing agreements
on unfavorable terms or redesign our product features and services. Any such dispute would likely be costly and distract our management, and
the outcome of any such dispute could fail to improve our business prospects or otherwise harm our business.

From time to time we receive claims and inquiries from third parties alleging that our technology may infringe the third parties” proprietary
rights, especially patents. Third parties have also asserted and most likely will continue to assert claims against us alleging confract breaches,
infringement of copyrights, trademark rights, trade secret rights or other proprietary rights, or alleging unfair competition or violations of privacy
rights. These claims, even if not meritorious, could force us to spend significant financial and managerial resources. Given the broad distribution
of some of our consumer products, any individual claim related to those products could give rise to liabilities that may be material to us.
Currently, we are investigating or litigating a variety of such pending claims, some of which are described in “Note 14. Commitments and
Contingencies” to Condensed Consolidated Financial Statements included in Part I, Item 1 of this report. In the event of a determination adverse
to us, we may incur substantial monetary liability and/or be required to change its business practices. In addition, we recently sold substantially
all of our patent assets to Intel Corporation. We believe that our patent portfolio may have in the past discouraged third parties from bringing
infringement or other claims against us relating to the use of our technologies in our business. Accordingly, we cannot predict whether the sale of
these patent assets to Intel will result in additional infringement or other claims against us from third parties.

35



Table of Contents

Our business and operating results will suffer if our systems or networks fail, become unavailable, unsecured or perform poorly so that
current or potential users do not have adequate access to our products, services and websites.

Our ability to provide our products and services to our customers and operate our business depends on the continued operation and security
of our information systems and networks. A significant or repeated reduction in the performance, reliability, security or availability of our
information systems and network infrastructure could harm our ability to conduct our business, and harm our reputation and ability to attract and
retain users, customers, advertisers and content providers. We have on occasion experienced system errors and failures that caused interruption
in availability of products or content or an increase in response time. Problems with our systems and networks could result from our failure to
adequately maintain and enhance these systems and networks, natural disasters and similar events, power failures, HVAC failures, intentional
actions to disrupt our systems and networks and many other causes. The vulnerability of a large portion of our computer and communications
infrastructure is enhanced because much of it is located at a single leased facility in Seattle, Washington, an area that is at heightened risk of
earthquake, flood, and volcanic events. Many of our services do not currently have fully redundant systems or a formal disaster recovery plan,
and we may not have adequate business interruption insurance to compensate us for losses that may occur from a system outage.

The growth of our business is dependent in part on successfully managing our international operations.

Our international operations involve risks inherent in doing business globally, including difficulties in managing operations due to
distance, language, and cultural differences, local economic conditions, different or conflicting laws and regulations, taxes, and exchange rate
fluctuations. The functional currency of our foreign subsidiaries is the local currency of the country in which each subsidiary operates. We
translate our subsidiaries’ revenues into U.S. dollars in our financial statements, and continued volatility in foreign exchange rates, particularly if
the U.S. dollar strengthens against the euro or the Korean won, may result in lower reported revenue or net assets in future periods. Our foreign
currency exchange risk management program reduces, but does not eliminate, the impact of currency exchange rate movements. If we do not
effectively manage any of the risks inherent in running our international businesses, our operating results and financial condition could be
harmed.

We may be subject to market risk and legal liability in connection with our data collection and data security capabilities.

Many of our products are interactive Internet applications that by their very nature require communication between a client and server to
operate. For example, to provide better consumer experiences and to operate effectively, our products send information, including personally
identifiable information, to our servers. In addition, we sell many of our products and services through online sales transactions directly with
consumers, through which we collect and store credit card information. In connection with our direct sales to consumers, we may be the victim
of fraudulent transactions, including credit card fraud, which presents a risk to our revenue and potentially disrupts service to our consumers.
While we take measures to protect our consumer data, we have experienced unauthorized access to our consumer data in the past, and it is
possible that our security controls over consumer data may not prevent future improper access or disclosure of credit card information or
personally identifiable information. We have an extensive privacy policy concerning the collection, use and disclosure of user data involved in
interactions between our client and server products. A security breach that leads to disclosure of consumer account information (including
personally identifiable information) or any failure by us to comply with our posted privacy policy or existing or new legislation regarding
privacy issues could harm our reputation, impact the market for our products and services, subject us to litigation, and require us to expend
significant resources to mitigate the breach of security, comply with breach notification laws or address related matters. In addition, we also are
not yet fully compliant with the Payment Card Industry (PCI) compliance standard for data security in connection with our use of credit card
services for payment. If we fail to satisfy timely the PCI compliance standards we may be subject to substantial monetary penalties and we could
lose the ability to accept credit card payments for transactions with our customers. Any of these consequences could materially harm our
business or our consolidated financial statements.

Changes in regulations applicable to the Internet and e-commerce that increase the taxes on the services we provide could materially harm
our business and operating results.

As Internet commerce continues to evolve, increasing taxation by state, local or foreign tax authorities becomes more likely. For example,
taxation of electronically delivered products and services or other charges imposed by government agencies may also be imposed. We believe
we collect transactional taxes and are compliant and current in all jurisdictions where we believe we have a collection obligation for transaction
taxes. Any regulation imposing greater taxes or other fees for products and services could result in a decline in the sale of products and services
and the viability of those products and services, harming our business and operating results. A successful assertion by one or more states or
foreign tax authorities that we should collect and remit sales or other taxes on the sale of our products or services could result in substantial
liability for past sales.

In those countries where we have taxable presence, we collect value added tax, or VAT, on sales of “electronically supplied services”
provided to European Union residents. The collection and remittance of VAT subjects us to additional currency fluctuation risks.
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We may be subject to additional income tax assessments.

We are subject to income taxes in the U.S. and numerous foreign jurisdictions. Significant judgment is required in determining our
worldwide provision for income taxes, income taxes payable, and net deferred tax assets. In the ordinary course of business, there are many
transactions and calculations where the ultimate tax determination is uncertain. Although we believe our tax estimates are reasonable, the final
determination of tax audits and any related litigation could be materially different than that which is reflected in our historical financial
statements. An audit or litigation can result in significant additional income taxes payable in the U.S. or foreign jurisdictions which could have a
material adverse effect on our financial condition and results of operations.

Our Chairman of the Board beneficially owns approximately 37% of our stock, which gives him significant control over certain major
decisions on which our shareholders may vote or may discourage an acquisition of us.

Robert Glaser, our Chairman of the Board, beneficially owns approximately 37% of our common stock. As a result, Mr. Glaser and his
affiliates will have significant influence to:

« elect or defeat the election of our directors;

« amend or prevent amendment of our articles of incorporation or bylaws;

+ effect or prevent a merger, sale of assets or other corporate transaction; and

- control the outcome of any other matter submitted to the shareholders for vote.

At our 2010 annual meeting of shareholders, Mr. Glaser withheld votes of his shares of our common stock with respect to the election of
four of our directors, including three of our incumbent directors and Robert Kimball, our former President and Chief Executive Officer.
Although these four directors were re-elected, none of them received approval of a majority of the votes cast. The stock ownership of Mr. Glaser

and his affiliates may discourage a potential acquirer from making a tender offer or otherwise attempting to obtain control of RealNetworks,
which in turn could reduce our stock price or prevent our shareholders from realizing a premium over our stock price.

Provisions of our charter documents, Shareholder Rights Plan, and Washington law could discourage our acquisition by a third-party.
Our articles of incorporation provide for a strategic transaction committee of the board of directors. Without the prior approval of this
committee, and subject to certain limited exceptions, the board of directors does not have the authority to:
+ adopt a plan of merger;

« authorize the sale, lease, exchange or mortgage of assets representing more than 50% of the book value of our assets prior to the
transaction or on which our long-term business strategy is substantially dependent;

« authorize our voluntary dissolution; or

+ take any action that has the effect of any of the above.

In addition, Mr. Glaser has special rights under our articles of incorporation to appoint or remove members of the strategic transaction
committee at his discretion that could make it more difficult for RealNetworks to be sold or to complete another change of control transaction
without Mr. Glaser’s consent. RealNetworks has also entered into an agreement providing Mr. Glaser with certain contractual rights relating to
the enforcement of our charter documents and Mr. Glaser’s roles and authority within RealNetworks. These rights and his role as Chairman of
the Board of Directors, together with Mr. Glaser’s significant beneficial ownership, create unique potential for concentrated influence of
Mr. Glaser over potentially material transactions involving RealNetworks and decisions regarding the future strategy and leadership of
RealNetworks.
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We have adopted a shareholder rights plan, which was amended and restated in December 2008, which provides that shares of our
common stock have associated preferred stock purchase rights. The exercise of these rights would make the acquisition of RealNetworks by a
third-party more expensive to that party and has the effect of discouraging third parties from acquiring RealNetworks without the approval of our
board of directors, which has the power to redeem these rights and prevent their exercise.

‘Washington law imposes restrictions on some transactions between a corporation and certain significant shareholders. The foregoing
provisions of our charter documents, shareholder rights plan, our agreement with Mr. Glaser, and Washington law, as well as our charter
provisions that provide for a classified board of directors and the availability of “blank check” preferred stock, could have the effect of making it
more difficult or more expensive for a third-party to acquire, or of discouraging a third-party from attempting to acquire, control of us. These
provisions may therefore have the effect of limiting the price that investors might be willing to pay in the future for our common stock.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
(a) Not applicable

(b) Not applicable
(c) Not applicable

Item 3. Default Upon Senior Securities

None

Ttem 4. Mine Safety Disclosures
Not applicable.

Item 5. Other Information

None

Item 6. Exhibits
Exhibits Required by Item 601 of Regulation S-XK

Exhibit
Number Description
2.1 Asset Purchase Agreement dated as of January 26, 2012, by and between RealNetworks, Inc. and Intel Corporation
(incorporated by reference from Exhibit 2.1 to RealNetworks’ Current Report on Form 8-K filed with the Securities and
Exchange Commission on January 30, 2012). Certain schedules and exhibits referenced in the Asset Purchase Agreement have
been omitted in accordance with Item 601(b)(2) of Regulation S-K. A copy of any omitted schedule or exhibit will be
furnished supplementally to the Securities and Exchange Commission upon request.
10.1% License Agreement, dated as of January 26, 2012, by and between RealNetworks, Inc. and Intel Corporation (incorporated by
reference from Exhibit 10.1 to RealNetworks® Current Report on Form 8-K/A filed with the Securities and Exchange
Commission on April 11, 2012)
31.1 Certification of Thomas Nielsen, President and Chief Executive Officer of RealNetworks, Inc., Pursuant to Exchange Act
Rules 13a-14(a) and 15d-14(a), as Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
31.2 Certification of Tim M. Wan, Chief Financial Officer and Treasurer of RealNetworks, Inc., Pursuant to Exchange Act Rules
13a-14(a) and 15d-14(a), as Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
32.1 Certification of Thomas Nielsen, President and Chief Executive Officer of RealNetworks, Inc., Pursuant to 18 U.S.C. Section
1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
32.2 Certification of Tim M. Wan, Chief Financial Officer and Treasurer of RealNetworks, Inc., Pursuant to 18 U.S.C. Section
1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
101.INS** XBRL Instance Document
38



\

S22 00000000000000000000000000000000000000

Table of Contents

Exhibit

Number Description
101.SCH** XBRL Taxonomy Extension Schema Document
101.CAL** XBRL Taxonomy Extension Calculation Linkbase Document
101.LAB** XBRL Taxonomy Extension Label Linkbase Document
101.PRE** XBRL Taxonomy Extension Presentation Linkbase Document
101.DEF** XBRL Taxonomy Extension Definition Linkbase Document

t  Portions of this exhibit are omitted and were filed separately with the Securities and Exchange Commission pursuant to the Company’s
application requesting confidential treatment under Rule 24b-2 of the Securities Exchange Act of 1934, as amended.

%+ Pursuant to Rule 406T of Regulation S-T, these interactive data files are deemed not filed or part of a registration statement or prospectus
for purposes of Sections 11 or 12 of the Securities Act of 1933 or Section 18 of the Securities Exchange Act of 1934 and otherwise are not
subject to liability.
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SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this Report to be signed on its behalf
by the undersigned, thereunto duly authorized, on May 8, 2012.

REALNETWORKS, INC.
|
| By: /s/ Tim M. Wan
Tim M. Wan
Title: Chief Financial Officer and Treasurer

(Principal Financial and Accounting Officer)
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Exhibit
Number

2.1

10.1%

31.2

32.1

32.2

101.INS**

101.SCH**
101.CAL**
101.LAB**
101.PRE**
101.DEF**

INDEX TO EXHIBITS

Asset Purchase Agreement dated as of January 26, 2012, by and between RealNetworks, Inc. and Intel Corporation
(incorporated by reference from Exhibit 2.1 to RealNetworks’ Current Report on Form 8-K filed with the Securities and
Exchange Commission on January 30, 2012). Certain schedules and exhibits referenced in the Asset Purchase Agreement
have been omitted in accordance with Item 601(b)(2) of Regulation S-K. A copy of any omitted schedule or exhibit will be
furnished supplementally to the Securities and Exchange Commission upon request.

License Agreement, dated as of January 26, 2012, by and between RealNetworks, Inc. and Inte] Corporation (incorporated by
reference from Exhibit 10.1 to RealNetworks’ Current Report on Form 8-K/A filed with the Securities and Exchange
Commission on April 11, 2012)

Certification of Thomas Nielsen, President and Chief Executive Officer of RealNetworks, Inc., Pursuant to Exchange Act
Rules 13a-14(a) and 15d-14(a), as Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

Certification of Tim M. Wan, Chief Financial Officer and Treasurer of RealNetworks, Inc., Pursuant to Exchange Act Rules
13a-14(a) and 15d-14(a), as Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

Certification of Thomas Nielsen, President and Chief Executive Officer of RealNetworks, Inc., Pursuant to 18 U.S.C. Section
1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

Certification of Tim M. Wan, Chief Financial Officer and Treasurer of RealNetworks, Inc., Pursuant to 18 U.S.C. Section
1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

XBRL Instance Document

XBRL Taxonomy Extension Schema Document

XBRL Taxonomy Extension Calculation Linkbase Document
XBRL Taxonomy Extension Label Linkbase Document
XBRL Taxonomy Extension Presentation Linkbase Document

XBRL Taxonomy Extension Definition Linkbase Document

T Portions of this exhibit are omitted and were filed separately with the Securities and Exchange Commission pursuant to the Company’s
application requesting confidential treatment under Rule 24b-2 of the Securities Exchange Act of 1934, as amended.

**  Pursuant to Rule 406T of Regulation S-T, these interactive data files are deemed not filed or part of a registration statement or prospectus

for purposes of Sections 11 or 12 of the Securities Act of 1933 or Section 18 of the Securities Exchange Act of 1934 and otherwise are not
subject to liability.
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Exhibit 31.1

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Thomas Nielsen, certify that:

1.
2.

I have reviewed this report on Form 10-Q of RealNetworks, Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period
covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us
by others within those entities, particularly during the period in which this report is being prepared;

b)  Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under
our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting principles;

c¢)  Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such
evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s
most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is
reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent
functions):

a)  All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b)  Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s
internal control over financial reporting.

Date: May §, 2012

/s/ Thomas Nielsen

Thomas Nielsen
Title: President and Chief Executive Officer

(Principal Executive Officer)



Exhibit 31.2

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Tim M. Wan, certify that:
1.  Ihavereviewed this report on Form 10-Q of RealNetworks, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period
covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4.  The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the registrant and have:

a)  Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us
by others within those entities, particularly during the period in which this report is being prepared;

b)  Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under
our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting principles;

¢)  Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such
evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s
most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is
reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5. Theregistrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent
functions):

a)  All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b)  Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s
mternal control over financial reporting.

Date: May 8, 2012

/s/ Tim M. Wan

Tim M. Wan

Title: Chief Financial Officer and Treasurer
(Principal Financial and Accounting Officer)
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Exhibit 32.1

CERTIFICATION PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
(18 U.S.C. SECTION 1350)

I, Thomas Nielsen, President and Chief Executive Officer of RealNetworks, Inc., certify, pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that the Quarterly Report of RealNetworks, Inc. on Form 10-Q for the fiscal quarter
ended March 31, 2012 fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934 and that
information contained in such Quarterly Report on Form 10-Q fairly presents in all material respects the financial condition and results of
operations of RealNetworks, Inc.

Date: May §, 2012

By: /s/ Thomas Nielsen
Name: Thomas Nielsen
Title: President and Chief Executive Officer,
(Principal Executive Officer)

A signed original of this written statement required by Section 906 has been provided to RealNetworks, Inc. and will be retained by
RealNetworks, Inc. and furnished to the Securities and Exchange Commission or its staff upon request.
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Exhibit 32.2

CERTIFICATION PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
(18 U.S.C. SECTION 1350)

I, Tim M. Wan, Chief Financial Officer and Treasurer of RealNetworks, Inc., certify, pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that the Quarterly Report of RealNetworks, Inc. on Form 10-Q for the fiscal quarter
ended March 31, 2012 fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934 and that
information contained in such Quarterly Report on Form 10-Q fairly presents in all material respects the financial condition and results of
operations of RealNetworks, Inc.

Date: May 8§, 2012

By: /s/ Tim M. Wan
Name: Tim M. Wan
Title: Chief Financial Officer and Treasurer,
(Principal Financial and Accounting Officer)

A signed original of this written statement required by Section 906 has been provided to RealNetworks, Inc. and will be retained by
RealNetworks, Inc. and furnished to the Securities and Exchange Commission or its staff upon request.
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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
‘Washington, D.C. 20549
Form 10-K
(Mark One)

™ ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the Fiscal Year Ended December 31, 2011
OR

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCBANGE ACT OF 1934

For the transition period from to
Commission file number 0-23137

RealNetworks, Inc.

(Exact name of registrant as specified in its charter)

Washington 91-1628146
(State of incorporation) (LR.S. Employer Identification Number)
2601 Elliott Avenue, Suite 1000 98121
Seattle, Washington (Zip Code)

(Address of principal executive offices)
Registrant’s telephone number, including area code:

(206) 674-2700
Securities registered pursuant to Section 12(b) of the Act:

Title of Each Class Name of Each Exchange on Which Registered
Common Stock, Par Value $0.001 per share The NASDAQ Stock Market LLC
Preferred Share Purchase Rights The NASDAQ Stock Market LLC
Securities registered pursuant to Section 12(g) of the Act:
None
(Title of Class)

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes [l No ™

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act Yes O No ™

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15 (d) of the Securities Exchange Act of 1934 during the preceding
12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes M No O

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data File required to be submitted and posted
pursuant to Rule 405 of Regulation S-T (§ 232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to submit and post such
files). Yes @ No O

Indicate by check mark if disclosure of delinguent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be contained, to the best of the registrant’s
knowledge, in definitive proxy or information statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. M

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, ora smaller reporting company. See the definitions of “large
accelerated filer,” “accelerated filer” and “smaller reporting company” in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer [ Accelerated filer Non-accelerated filer 1 Smaller reporting company [l
(Do not check if a smaller reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes O No H

The aggregate market value of the Common Stock held by non-affiliates of the registrant was $290,581,313 on June 30, 2011, based on the closing price of the Common Stock on that
date, as reported on the Nasdaq Global Select Market.(1)

The number of shares of the registrant’s Common Stock outstanding as of February 17, 2012 was 34,527,609.
DOCUMENTS INCORPORATED BY REFERENCE
The registrant has incorporated by reference the information required by Part III of this Annual Report from its Proxy Statement relating to its 2012 Annual Meeting of Shareholders, to
be filed within 120 days after the end of its fiscal year ended December 31, 2011.

(1) Excludes shares held of record on that date by directors, executive officers and 10% shareholders of the registrant. Exclusion of such shares should not be construed to indicate that any
such person directly or indirectly possesses the power to direct or cause the direction of the management of the policies of the registrant.
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PART L

This Annual Report on Form 10-K and the documents incorporated herein by reference contain forward-looking statements that have
been made pursuant to the provisions of the Private Securities Litigation Reform Act of 1995. These forward-looking statements are based on
current expectations, estimates, and projections about RealNetworks’ industry, products, management’s beliefs, and certain assumptions made
by management. Words such as “anticipates,” “expects,” “intends,” “plans,” “believes,” “seeks,” “estimates,” and similar expressions are
intended to identify forward-looking statements. All statements contained in this annual report on Form 10-K that do not relate to matters of
historical fact should be considered forward-looking statements. Forward-looking statements include statements with respect to:

. future revenues, operating expenses, income and other taxes, tax benefits, net income (loss) per diluted share available to common
shareholders, acquisition costs and related amortization, and other measures of results of operations;

« the effects of our past acquisitions and expectations for future acquisitions and divestitures;

« the effect on our businesses of the sale of certain patent assets and next generation codec assets to Intel Corporation, which is subject
to customary regulatory approval and satisfaction of closing conditions;

« plans, strategies and expected opportunities for future growth, increased profitability and innovation;
« the prospects for creation and growth of strategic partnerships and the resulting financial benefits from such partnerships;
« the expected financial position, performance, growth and profitability of our businesses and the availability of resources;

« our involvement in potential claims, legal proceedings and government investigations, the expected course and costs of existing
claims, legal proceedings and government investigations, and the potential outcomes and effects of both existing and potential claims,
legal proceedings and governmental investigations on our business, prospects, financial condition or results of operations;

* our plans to repatriate some of the cash held by our foreign subsidiaries in a tax efficient manner;
« the expected benefits and other consequences from restructuring Rhapsody and from our other strategic initiatives;
* our expected introduction of new and enhanced products, services and technologies across our businesses;

« the effects of legislation, regulations, administrative proceedings, court rulings, settlement negotiations and other factors that may
impact our businesses;

o the continuation and expected nature of certain customer relationships;

« impacts of competition and certain customer relationships on the future financial performance and growth of our businesses;

- the effects of U.S. and foreign income and other taxes on our business, prospects, financial condition or results of operations; and
« the effect of economic and market conditions on our business, prospects, financial condition or results of operations.

These statements are not guarantees of future performance and actual actions or results may differ materially. These statements are
subject to certain risks, uncertainties and assumptions that are difficult to predict, including those noted in the documents incorporated herein
by reference. Particular attention should also be paid to the cautionary language included or referred to in the section of Item 1 entitled
“Competition,” in Item 14 entitled “Risk Factors” and in Item 3 entitled “Legal Proceedings.” RealNetworks undertakes no obligation to
update publicly any forward-looking statements as a result of new information, future events or otherwise, unless required by law. Readers
should carefully review the risk factors included in other reports or documents filed by RealNetworks from time to time with the Securities and
Exchange Commission, particularly the Quarterly Reports on Form 10-Q and any Current Reports on Form 8-K.

Item 1. Business
Overview

RealNetworks creates innovative applications and services that make it easy to access and enjoy digital media. Our applications and
services simplify the way people connect with, use and enjoy their media in a mobile, multi-screen world that embraces a variety of technology
and devices. We provide the digital media services and applications we create to consumers, mobile carriers and other businesses.

Consumers use our services and software to find, purchase, store, organize, play and manage music, games and video. Our consumer
products and services include RealPlayer, a widely distributed media player; casual games for play on the Internet and social media sites and
for purchase on personal computers and mobile phones; and SuperPass, a subscription service that provides access to a wide variety of digital
media. Network service providers, such as mobile carriers, use our products and services to create and deliver digital media and messaging
services, such as ringback tones, music-on-demand, video-on-demand and intercarrier messaging, for their subscribers.
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On January 26, 2012, we entered into an asset purchase agreement with Intel Corporation pursuant to which we will sell substantially all
of our patent assets and related rights held by us and our next generation video codec technology for cash consideration of $120.0 million and
the assumption of certain of our liabilities, subject to the potential adjustments provided for in the asset purchase agreement. In connection with
the transaction, we also entered into a license agreement with Intel pursuant to which we will obtain a non-exclusive, royalty-free, fully paid
up, irrevocable (except as set forth in the license agreement) and worldwide license (without the right to grant sublicenses) to use these patents
in connection with our business. The consummation of these transactions is subject to closing conditions and is expected to close in the first
quarter of 2012.

We were incorporated in 1994 in the State of Washington. Our common stock is listed on the Nasdaq Global Select Market under the
symbol “RNWK.”

Segments
Core Products

Core Products, our largest segment by revenue, consists of the digital media services we provide to network service providers as software
as a service (SaaS) offerings, sales of our Helix software used by enterprises to stream digital media, sales of Helix technology licenses for
mobile handsets that allow playback of digital media, software integration and professional services provided to mobile carriers around the
world as well as our SuperPass subscription service offering.

SaaS. We develop and provide a variety of Saa$S services including ring-back tone (RBT), music-on-demand (MOD), video-on-demand
(VOD) and messaging services principally sold to mobile carriers. Our Saas services generated the most revenue within our Core Products
segment in 2011. In connection with our SaaS services, we also offer e-commerce services, including business intelligence, subscriber
management and billing for our carrier customers. Our carrier customer base includes more than 90 mobile carriers worldwide in 2011.

Our RBT services enable callers to hear music instead of the traditional electronic ringing sound while waiting for the person they have
called to answer, The RBT subscriber chooses the music heard by the subscriber’s callers. Our RBT services enable subscribers to select from a
variety of ringback content, including music, pre-recorded messages by celebrities and sound effects. Carriers generally offer our RBT service
to their subscribers through monthly subscriptions or on a per-tone basis. In return for providing, operating and managing the RBT service for
carrier customers, we generally enter into revenue-sharing arrangements based on monthly subscription fees, content download fees or a
combination of such fees paid by subscribers.

Our MOD services allow carriers to offer their subscribers a wide range of songs for downloading or streaming to PCs, mobile phones
and portable audio players. Users typically pay carriers for MOD service through monthly subscriptions or on a per-download basis, and we
generally receive from the carriers a combination of a monthly fixed fee, a percentage of monthly subscription fees and a percentage of content
download fees for providing the service.

Our VOD services allow carriers to offer their subscribers a wide range of videos by downloading or streaming to video-enabled mobile
phones that are equipped with approved digital rights management systems. Users typically pay for VOD services through monthly
subscriptions and content download fees paid to the carriers, and we generally receive a combination of a monthly fixed fee, a percentage of
monthly subscription fees and a percentage of content download fees for providing the service.

Our inter-carrier messaging (ICM) service routes and delivers short messaging service (SMS) messages between wireless carriers within
the U.S. and internationally under the brand name Metcalf. We provide this service to carriers in partnership with Syniverse Holdings, Inc. The
ICM service allows subscribers with any text-message capable handset to send and receive text messages to and from subscribers on other
carrier networks. We typically earned revenue from this service from fees paid by the carriers based on the number of messages handled for
them through the ICM service, but many contracts with carriers have changed to fixed-fee pricing for our service. The revenue we earn from
our ICM service is subject to our revenue-sharing arrangement with Syniverse.

Sofiware licensing. ~ Our Helix server software allows companies and institutions to broadcast live and on-demand audio, video and
other multimedia programming to large numbers of simultaneous users over the Internet. Carriers, media companies and other enterprises
typically pay upfront fees for either a perpetual or term-based license plus annual fees for upgrades and support.

In addition, we have created enhanced versions of our media player and Helix server products for wireless applications and other devices,
and we license them to a variety of mobile network operators and handset manufacturers on a worldwide basis. We have entered into
agreements with companies including Motorola, Nokia, Qualcomm, and Sony Ericsson, to preinstall our mobile media player software on
mobile phones.

Professional services and systems integration. ~We provide professional services and specialized technical support to customize and
integrate our technology with our customers’ existing systems and technology. In recent years we have reduced our focus on our systems
integration business because it has lower margins and does not generate recurring revenue. However, revenue from this business has been a
significant contributor to Core Products revenue in the fourth quarter of each year for the past five years. In 2011, however, we generated much
of our professional services and systems integration revenue in the third quarter.

SuperPas s. SuperPass is a subscription service that provides consumers with access to a broad range of digital entertainment content
for a monthly fee. In addition, our SuperPass subscription service includes exclusive live video feeds from the CBS television network’s Big
Brother program and a monthly allowance for games and music downloads.
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Emerging Products

Our emerging products business consists of RealPlayer and new products and services in development. In 2011, nearly all revenue in the
segment was derived from products and services related to the RealPlayer.

RealPlayer.  Our RealPlayer media player software includes features and services that enable consumers to discover, play, download,
manage and edit digital video. Consumers can also use RealPlayer to stream audio and video, save CDs to their personal digital music libraries,
burn CDs and transfer their audio and video content to portable devices. With the latest versions of our RealPlayer software, consumers can
download and save their photos and web videos from thousands of websites, and transfer their photos and video content to and from portable
devices. Consumers can also easily share photos and video links with their contacts on social networks and edit their own video content.
RealPlayer is available to consumers as a free download from our Real.com and RealPlayer.com websites. A premium version of RealPlayer,
which is available for purchase, includes enhanced functionality for creating CDs and DVDs, enhanced playback controls and additional media
library features. We monetize RealPlayer primarily with revenue derived from sales of the premium version, and from distributing third-party
software products, such as the Google toolbar and Google Chrome, to consumers who wish to download additional applications when
downloading our software products.

In recent years, our RealPlayer strategy has focused on providing consumers with tools to manage their digital media content in a variety
of formats across devices rather than creating a unique streaming platform and depending upon the adoption and use of the RealPlayer file
format. As a result, RealPlayer’s video downloading tools, for example, work on nearly any platform and play nearly all major digital media
formats.

Games

We own and operate a large casual games service, offering casual games via digital downloads, online subscription play, third-party
portals, social networks and mobile devices. Casual games typically have simple graphics, rules and controls and are quick-to-learn. Casual
games include board, card, puzzle, word and hidden-object games.

We develop, publish, license and distribute casual games. We have a large and diverse portfolio of original games developed by our in-
house game studios, games developed by us from content we license from other intellectual property holders, and games licensed to us by third
parties that we distribute to our customers. We also partner with external game developers who develop games for us on an outsourced basis,
which gives those developers access to our large distribution network in exchange for distribution rights to their games. We distribute games
principally in North America, Europe and Latin America through our GameHouse, Zylom and Atrativa websites and through websites owned
or managed by third parties.

PC Games. Consumers can play and purchase games from our catalog of online and downloadable PC games. We typically introduce
new games by offering a free trial before purchase on an individual basis or as part of one of our subscription services. In addition to revenue
from sales of games and subscriptions, we generate revenue from display advertising that is shown to consumers during online play.

Social and Mobile Games. ~ Game play on social networks is among the fastest growing trends in game play, and during 2011, we
focused on developing, monetizing and optimizing social games and social game play experiences. In 2010, we developed and launched
Fusion, a gaming platform that introduces social elements to game play to increase interactions and competition among players, such as
leaderboards, cross-device play, and microtransactions. We offer several of our casual games, including our own brands such as Collapse and
licensed brands such as UNO on Facebook and other social network platforms. We monetize social games largely through sales of advertising
and microtransactions. We have also adapted our games for play on more than 2,000 mobile handsets and launched several games for play on
smartphones, including the iPhone.

Music

Following the restructuring of our Rhapsody joint venture in March 2010, we own approximately 47% of Rhapsody and no longer control
or operate our former Music business. Rhapsody continues to provide products and services that enable consumers to have unlimited access to
digital music content anytime from a variety of devices. The Rhapsody subscription service offers conditional downloads and on-demand
streaming services through unlimited access to a catalog of millions of music tracks. Rhapsody also operates an MP3 music store, where
consumers can purchase and permanently download individual digital music tracks. Rhapsody generates revenue primarily in the U.S. through
subscriptions to its music services, and sales of tracks and advertising.

Research and Development

We devote a substantial portion of our resources to developing new products, enhancing existing products, expanding and improving our
fundamental technology, and strengthening our technological expertise in all our businesses. During the years ended December 31, 2011, 2010
and 2009, we expended 21%, 25% and 21%, respectively, of our revenue on research and development activities.
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Customers and Seasonality

Our customers include consumers and businesses located throughout the world. Sales to customers outside the U.S., primarily in Asia and
Burope, were 52%, 43% and 33% of our revenue during the years ended December 31, 2011, 2010 and 2009, respectively. No one customer
accounted for more than 10% of our total revenue during the years ended December 31, 2011, 2010, and 2009.

We experience seasonality in our business, particularly with respect to the fourth quarter of our fiscal year. Our consumer businesses,
which include advertising revenue, make up a large percentage of our revenue, and the fourth quarter has traditionally been the seasonally
strongest quarter for Internet advertising. In addition, our Core Products business typically has a concentration of system sales, deployment,
and professional services revenue in the fourth quarter. In 2011, however, we generated much of our professional services and systems
integration revenue in the third quarter.

Sales, Marketing and Distribution

Our marketing programs are aimed at increasing brand awareness of our products and services and stimulating demand. We use a variety
of methods to market our products and services, including paid search advertising, affiliate marketing programs, advertising in print, electronic
and other online media, direct mail and email offers to qualified potential and existing customers, and providing product specific information
through our websites. We also cross-market products and services offered by some of our businesses through the RealPlayer and Games
marketing and distribution channels. We also have subsidiaries and offices in several countries that market and sell our products outside the
U.S.

Our products and services are marketed through direct and indirect channels. We use public relations, trade shows, events and speaking
opportunities to market our products and services. We also use a variety of online channels, including social media, to promote and sell our
products and services directly.

Core Products.  Our Core Products sales, marketing and business development team works closely with many of our enterprise,
infrastructure, wireless, broadband and media customers to identify new business opportunities for our entertainment applications, services and
systems. Through ongoing communications with the product and marketing divisions of our customers, we tailor our SaaS offerings to their
strategic needs and the needs of their subscribers. A large network of distributors including hardware server companies, content aggregators,
Internet service providers and other resellers, provide end users access to our Helix streaming technology.

Emerging Products . 'We market and sell our RealPlayer services directly through our own websites such as Real.com and
GameHouse.com, as well as indirectly through affiliate partnerships. During 2011, we also had a global sales force that generated advertising
revenue from our websites and free consumer applications such as RealPlayer. We outsourced this advertising sales function beginning in
2012.

Games . Our games are marketed directly from our websites and through third-party distribution channels, such as broadband service
providers, search engines, online portals, mobile phone application stores, major social networks and content publishers.
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Intellectual Property

As of December 31, 2011, we had 132 U.S. patents, 58 South Korean patents, 63 patents in other countries and more than 190 pending
patent applications worldwide relating to various aspects of our technology. On January 26, 2012, we entered into an asset purchase agreement
with Intel Corporation pursuant to which we agreed to sell substantially all of our patent assets and related rights held by us and our next
generation video codec technology to Intel. Giving effect to this sale transaction, we will have two U.S. patents, 40 South Korean patents, ten
patents in other countries and more than 20 pending patent applications worldwide. Upon the closing of the asset sale transaction, we will
obtain a non-exclusive, royalty-free, fully paid up, irrevocable and worldwide license to use the patent assets sold to Intel in connection with
our business. The consummation of the transactions contemplated by the asset purchase agreement is subject to customary regulatory approval
and closing conditions. We plan to continue to prepare additional patent applications on other current and anticipated features of our
technology in various jurisdictions across the world.

As of December 31, 2011, we had 60 registered U.S. trademarks or service marks, 28 registered South Korea trademarks or service
marks, and had applications pending for several more trademark or service marks in various jurisdictions across the world. We also have
several unregistered trademarks. Many of our marks begin with the word “Real” (such as RealPlayer). We are aware of other companies that
use “Real” in their marks alone or in combination with other words, and we do not expect to be able to prevent all third-party uses of the word
“Real” for all goods and services.

Our ability to compete across our businesses partly depends on the superiority, uniqueness and value of our technology that we both
develop and license from third parties. To protect our proprietary rights, we rely on a combination of patent, trademark, copyright and trade
secret laws, confidentiality agreements with our employees and third parties, and protective contractual provisions. These efforts to protect our
intellectual property rights may not be effective in preventing misappropriation of our technology, or may not prevent the development and
design by others of products or technologies similar to or competitive with those we develop.

Employees

At December 31, 2011, we had 1,224 employees, of which 708 were based in the Americas, 331 were based in Asia, and 185 were based
in Burope. None of our employees are subject to a collective bargaining agreement, and we believe that our relations with our employees are
good.

Position on Charitable Responsibility

In periods where we achieve profitability, we intend to donate 5% of our net income to charitable organizations, which will reduce our
net income for those periods. The non-profit RealNetworks Foundation manages a substantial portion of our charitable giving efforts. We
attempt to encourage employee giving by using a portion of our intended contribution to match charitable donations made by employees.

Available Information

Our corporate Internet address is www.realnetworks.com. We make available free of charge on www.investor.realnetworks.com our
annual reports on Form 10-K, quarterly reports on Form 10-Q and current reports on Form 8-K, and amendments to these reports, as soon as
reasonably practicable after we electronically file such material with, or furnish it to, the Securities and Exchange Commission. However, the
information found on our corporate website is not part of this or any other report.

Executive Officers of the Registrant

The table below lists the executive officers of RealNetworks as of February 1, 2012. On January 5, 2012, Michael Eggers announced that
he will resign from his positions effective April 15, 2012.

Name Age Position

Thomas Nielsen 42 President, Chief Executive Officer and Director

Michael Eggers 40 Senior Vice President, Finance, Chief Financial Officer and Treasurer
Tracy D. Daw 46  Chief Legal Officer and Corporate Secretary

Matt Hulett 41  Senior Vice President, Games Division

Michael Lunsford 44  Executive Vice President

THOMAS NIELSEN has served as President and Chief Executive Officer of RealNetworks since November 2011. From 2004 to October
2011, Mr. Nielsen was employed by Adobe Systems, Incorporated, a software company, serving as Vice President of the Digital Imaging
Group from November 2009 to October 2011, as Senior Director for Consumer and Online applications from 2007 to November 2009 and as
Director of Engineering for the InDesign and Illustrator applications from 2004 to 2006. Mr. Nielsen’s professional experience also includes 14
years of employment with technology companies including Microsoft Corporation and MGI Software Corp. Mr. Nielsen holds a B.S. in
Computer Science from Tietgen Business School in Odense, Denmark.
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MICHAEL EGGERS has served as Senior Vice President, Chief Financial Officer and Treasurer of RealNetworks since 2006.
Mr. Eggers joined RealNetworks in 1997 as the Manager of Financial Reporting and has held various positions leading to his appointment as
Senior Vice President, Chief Financial Officer and Treasurer. Prior to RealNetworks, Mr. Eggers was employed by KPMG LLP in the audit
practice division. Mr. Eggers holds a B.A., magna cum laude, in Business Administration with a concentration in accounting from the
University of Washington.

TRACY D. DAW has served as Chief Legal Officer of RealNetworks since September 2010 and as Corporate Secretary since January
2010. Mr. Daw joined RealNetworks in 2000 and has held various positions with the Company, including Vice President, Corporate
Development and Deputy General Counsel from 2007 to September 2010 and Vice President, Corporate Development and Associate General
Counsel from 2006 to 2007. Prior to joining RealNetworks, Mr. Daw was a partner in the law firm of Sidley & Austin in Chicago, Illinois.
Mr. Daw holds a B.S. from Cornell University and a J.D. from the University of Michigan Law School.

MATT HULETT has served as the Senior Vice President of the Games Division of RealNetworks since July 2010 and served as Chief
Revenue Officer of the Games Division from August 2009 to July 2010. From 2006 to August 2009, Mr. Hulett was the Chairman and Chief
Executive Officer of Mpire Corporation, a company engaged in online advertising optimization, and continues to serve as its Executive
Chairman. From 2001 to 2005, Mr. Hulett was the President of the corporate travel division of Expedia, Inc., an online travel company. From
1999 to 2001, Mr. Hulett was President of Atom Entertainment, Inc., an online entertainment company. Mr. Hulett holds a B.A. degree in
Marketing, Information Systems from the University of Washington.

MICHAEL LUNSFORD has served as Executive Vice President of RealNetworks since November 2011. Mr. Lunsford joined
RealNetworks in 2008 and served as Interim Chief Executive Officer from March 2011 to November 2011, as Executive Vice President,
Music, Media and Technology Solutions of RealNetworks from June 2010 to March 2011, as Executive Vice President, Technology Products
and Solutions and Media Software and Services from January 2010 to June 2010, as Executive Vice President, Strategic Ventures from June
2008 to January 2010 and as Senior Strategic Advisor from January 2008 to June 2008. From 1999 to December 2007, Mr. Lunsford was
employed by Earthlink, Incorporated, a provider of communications services, serving as Executive Vice President from June 2007 to December
2007, as interim President and Chief Executive Officer from 2006 to June 2007, as Executive Vice President and President, Access and Voice
from 2005 to 2006, and as Executive Vice President, Marketing and Products from 2004 to 2005. Mr. Lunsford holds an A.B. in Economics
and an M.B.A. from the University of North Carolina.

Ttem 1A.  Risk Factors

You should carefully consider the risks described below together with all of the other information included in this annual report on
Form 10-K. The risks and uncertainties described below are not the only ones facing our company. If any of the following risks actually occurs,
our business, financial condition or operating results could be harmed. In such case, the trading price of our common stock could decline, and
investors in our common stock could lose all or part of their investment.

We need to successfully introduce new products and services to grow our businesses.

Our business is dependent upon the introduction of new products and services, which is subject to a number of risks. The process of
developing new, and enhancing existing, products and services is complex, costly and uncertain. Providing products and services that are
attractive and useful to subscribers and consumers is in part subject to unpredictable and volatile factors beyond our control, including end-user
preferences and competing products and services. Any failure by us to timely respond to or accurately anticipate consumers’ changing needs,
emerging technological trends or important changes in the market or competition for products and services we plan to introduce could
significantly harm our current market share or result in the loss of market opportunities. In addition, we must make long-term investments,
develop or obtain appropriate intellectual property and commit significant resources before knowing whether our predictions will accurately
reflect consumer demand for our products and services, which may result in no return or a loss on our investments. Furthermore, new products
and services may be subject to legal challenge. Responding to these potential claims may require us to enter into royalty and licensing
agreements on unfavorable terms, require us to stop distributing or selling, or to redesign our products or services, or to pay damages. If we do
not successfully introduce new products and services, our operating results may be materially harmed.

The mobile entertainment market is evolving rapidly and highly competitive.

The market for mobile entertainment services, including our ring back tones, music on demand and video on demand solutions, is highly
competitive and evolving rapidly, particularly with the growth in the use of smartphones. Increased use of smartphones has resulted in a
proliferation of applications and services that compete with our Saa$S services and, in many cases, are not dependent upon our carrier customers
to make them available to subscribers. To maintain or enhance our competitive position, we may need to develop new Saa$ services that enable
our carrier customers to compete with the broad range of applications and other services available in the market. We face competition, and may
face future competition, from major media companies, Internet portal companies, content aggregators, wireless software providers and other
pure-play wireless entertainment publishers, some of which have greater financial resources than we do. Furthermore, while most of our carrier
customers do not offer internally developed
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services that compete with ours, if our carrier customers begin developing these services internally, we could be forced to lower our prices or
increase the amount of service we provide in order to maintain our business with those carrier customers. Increased competition has in the past
resulted in pricing pressure, forcing us to lower the selling price of our services. If we are unable to develop or provide services that compete
effectively in the mobile entertainment market, our operating results and financial condition may be materially harmed.

Contracts with our carvier customers subject us to significant visks that could negatively impact our revenue or otherwise harm our
operating results.

We derive a material portion of our revenue from our Saa$ offerings we provide to carriers. Many of our Saa$ contracts with carriers
provide for revenue sharing arrangements, but we have little control over the pricing decisions of our carrier customers. Furthermore, most of
these contracts do not provide for guaranteed minimum payments or usage levels. Because most of our carrier customer contracts are
nonexclusive, it is possible that our mobile carrier customers could purchase similar services from third parties and cease to use our services in
the future. As a result, our revenue derived under these agreements could be substantially reduced depending on the pricing and usage decisions
of our carrier customers. In addition, some of our Saa$ contracts require us to incur significant set-up costs prior to the launch of services with
a carrier customer. In the fourth quarter of 2011, we reduced our forecast for profitability associated with certain carrier customer contracts for
which the total costs exceeded the total revenue we expect to recognize from these contracts, and as a result, we recorded impairment of
deferred costs totaling $20.0 million. We cannot provide assurance that we will not record additional impairments or other charges in future
periods related to our carrier customer contracts, which would negatively impact our results of operations.

In addition, none of our Saa$ contracts with carriers obligates our carrier customers to market or distribute any of our Saa$ offerings.
Despite the lack of marketing commitments, revenue related to our SaaS offerings is, to a large extent, dependent upon the marketing and
promotion activities of our carrier customers. In addition, many of our carrier contracts are short term and allow for early termination by the
carrier with or without cause. These contracts are therefore subject to renegotiation of pricing or other key terms that could be adverse to our
interests and leave us vulnerable to non-renewal by the carriers. The loss of carrier customers, a reduction in marketing or promotion of our
SaaS offerings, or the termination, non-renewal or renegotiation of contract terms that are less favorable to us would likely result in the loss of
future revenues from our SaaS offerings.

Finally, nearly all of our carrier contracts obligate us to indemnify the carrier customer for certain liabilities and losses incurred by them,
including liabilities resulting from third party claims for damages that arise out of the use of our technology. These indemnification terms
provide us with certain procedural safeguards, including the right to control the defense of the indemnified party. Pursuant to these
indemnifications obligations, we have agreed to control the defense on behalf of three of our carrier customers related to pending patent
infringement proceedings, and we are vigorously defending them. These pending proceedings or future claims against which we may be
obligated to defend our carrier customers could result in payments that could materially harm our business or our consolidated financial
statements.

A majority of the revenue that we generate in our Core Products business segment is dependent upon our relationship with a few
customers, including SK Telecom and Verizon; any deterioration of these relationships could materially harm our business.

We generate a significant portion of our revenue from sales of our mobile entertainment services to a few of our mobile carrier customers,
including SK Telecom, a leading wireless carrier in South Korea. In the near term, we expect that we will continue to generate a significant
portion of our total revenue from these customers, particularly SK Telecom and Verizon. If these customers fail to market or distribute our
services or terminate their business contracts with us, or if our relationships with these customers deteriorate in any significant way, we may be
unable to replace the affected business arrangements with acceptable alternatives. Our relationship with SK Telecom may also be affected by
the general state of the economy of South Korea. Failure to maintain our relationships with these customers could have a material negative
impact on our revenue and operating results.

Our businesses face substantial competitive and other challenges that may prevent us from being successful in, and negatively impact
future growth in, those businesses.

Many of our current and potential competitors in our businesses have longer operating histories, greater name recognition, more
employees and significantly greater resources than we do. To effectively compete in the markets for our products and services, we may
experience the following consequences, any of which would adversely affect our operating results and the trading price of our stock:

» reduced prices or margins,
« loss of current and potential customers, or partners and potential partners who provide content we distribute to our customers,
« changes to our products, services, technologies, licenses or business practices or strategies,

+ lengthened sales cycles,
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« industry-wide changes in content distribution to customers or in trends in consumer consumption of digital media products and
services,

+ pressure to prematurely release products or product enhancements, or
« degradation in our stature or reputation in the market.
In addition, we face the following competitive risks relating to our businesses:

Our SuperPass subscription service faces competition from a broad variety of entertainment sources, including traditional media outlets
and emerging Internet media sources. We expect this competition to continue to be intense as the market and business models for Internet video
content mature and more competitors enter these new markets. Competing services may be able to obtain better or more favorable access to
compelling video content than us, may develop better offerings than us and may be able to leverage other assets or technologies to promote or
distribute their offerings successfully. Our RealPlayer software services compete with alternative streaming media playback technologies and
audio and video formats including Microsoft Windows Media Player and Adobe Flash and their related file formats, each of which has
obtained very broad market penetration. In addition, our overall ability to sell subscription services depends in part on the use of our formats on
the Internet, and declines in the use of our formats have negatively affected, and are expected to continue to negatively affect, our subscription
revenue and increase costs of obtaining new subscribers. If we are unable to compete successfully, including through the introduction of
compelling new products and services, our SuperPass and RealPlayer businesses could continue to decline.

Our GameHouse, Zylom and Atrativa branded services compete with other online aggregators and distributors of online, downloadable
and social casual PC games. Some of these competitors have high volume distribution channels and greater financial resources than we do. Our
Games business also competes with many other smaller companies that may be able to adjust to market conditions, including responding
effectively to the growing popularity of casual games on social networks, faster than us. We also face increasing price competition in the casual
games market, and some of our competitors may be able to lower prices more aggressively than us. We expect competition to intensify in this
market from these and other competitors, and no assurance can be made that we will be able to achieve growth in our revenue. Our games
development studios compete primarily with other developers of online, downloadable, mobile and social casual PC games and must continue
to develop popular and high-quality game titles. Our Games business must also continue to execute on opportunities to expand the play of our
games on a variety of non-PC platforms, including social networks, in order to maintain our competitive position and to grow the business.

We may not be successful in maintaining and growing our distribution of digital media products.

Maintaining and growing the distribution of digital media products through our websites and our other distribution channels is important
to our future prospects, including future growth through the introduction of new products and services distributed through these channels. We
cannot predict whether consumers will continue to download and use our digital media products consistent with past usage, which may reduce
our ability to generate revenue from those products as well as result in lower than expected adoption of newly introduced products and services.
Our inability to maintain continued high volume distribution of our digital media products could also hold back the growth and development of
related revenue streams from these market segments, including the distribution of third-party products and sales of our subscription services,
and therefore could harm our business and our prospects. Our revenue from the distribution of third-party products will also be negatively
impacted if those products are not widely downloaded by consumers, including due to the relative market saturation of such products. In
addition, our revenue from the distribution of third party products is currently significantly dependent on a single customer contract. If that
contract is not renewed or terminated and cannot be replaced by another similar customer contract, our financial results would be harmed.

Our operating vesults are difficult to predict and may fluctuate, which may contribute to volatility in our stock price.

The trading price for our common stock has been volatile, ranging from $6.92 to $17.24 per share during the 52-week period ended
December 31, 2011. These prices reflect the one-for-four reverse stock split of the Company’s common stock that was effective at the close of
business on August 30, 2011. As a result of the rapidly changing markets in which we compete, our operating results may fluctuate from
period-to-period, which may continue to contribute to the volatility of our stock price. In past periods, our operating results have been affected
by personnel reductions and related charges, charges relating to losses on excess office facilities, and impairment charges for certain of our
equity investments, goodwill and other long-lived assets. Our operating results may be adversely affected by similar or other charges or events
in future periods, including, but not limited to:

 impairments of long-lived assets,
+ integrating and operating newly acquired businesses and assets, and

- the general difficulty in forecasting our operating results and metrics, which could result in actual results that differ significantly from
expected results.
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Certain of our product and service investment decisions (for example, research and development and sales and marketing efforts) are
based on predictions regarding business and the markets in which we compete. Fluctuations in our operating results, particularly when
experienced beyond what we expected, could cause the trading price of our stock to continue to fluctuate.

Continued loss of revenue from some of our subscription services may harm our operating results.

Our operating results could be adversely impacted by the loss of subscription revenue. Subscribers may cancel their subscriptions to our
services for many reasons, including a perception that they do not use the services sufficiently or that the service does not provide enough
value, a lack of attractive or exclusive content generally or as compared with competitive service offerings, or because customer service issues
are not satisfactorily resolved. Revenue from our SuperPass subscription service has declined in recent periods due in part to our focus on other
products and services we offer, and we expect this trend to continue. For the subscription services we offer, we must continue to obtain
compelling digital media content for our video and games services in order to maintain and increase usage and overall customer satisfaction for
these products. Our operating results may be negatively impacted if we cannot obtain content for our subscription services on commercially
reasonable terms.

Government regulation of the Internet is evolving, and unfavorable developments could have an adverse affect on our operating results.

We are subject to regulations and laws specific to the marketing, sale and delivery of goods and services over the Internet. These laws and
regulations cover taxation, user privacy, data collection and protection, copyrights, electronic contracts, sales procedures, automatic
subscription renewals, credit card processing procedures, consumer protections, broadband Internet access and content restrictions. We cannot
guarantee that we have been or will be fully compliant in every jurisdiction, as it is not entirely clear how existing laws and regulations
governing issues such as privacy, taxation and consumer protection apply or will be enforced with respect to the products and services we sell
through the Internet. Moreover, as Internet commerce continues to evolve, increasing regulation and/or enforcement efforts by federal, state
and foreign agencies becomes more likely. The adoption of any laws or regulations or the imposition of other legal requirements that adversely
affect our ability to market, sell, and deliver our products and services could decrease demand for our service offerings, resulting in lower
revenue. Future regulations, or changes in laws and regulations or their existing interpretations or applications, could also require us to change
our business practices, raise compliance costs or other costs of doing business and result in additional historical or future liabilities for us,
resulting in adverse impacts on our business and our operating results.

As a consumer-facing business, we receive complaints from our customers regarding our consumer marketing efforts and our customer
service practices. Some of these customers may also complain to government agencies, and from time to time, those agencies have made
inquiries to us about these practices. In March and September 2011, the Consumer Protection Division of the Washington State Office of the
Attorney General (Washington AG) issued civil investigative demands to us requesting information and documents relating to certain of our
consumer marketing practices during the period from 2005 to 2011. We are cooperating and are in discussions with the Washington AG
regarding the investigation, and have begun to respond to the Washington AG’s requests. The Washington AG has not initiated any
enforcement action against us. We believe our practices have been consistent with industry standards and have not violated any laws, but
cannot predict the outcome of the investigation at this time, including whether the investigation will result in significant expenses, monetary
damages, penalties or injunctive relief that would reduce our cash flows or harm our business or consolidated financial statements.

Uncertainty and adverse conditions in the economy could have a material adverse impact on our business, financial condition and results
of operations.

Weaknesses in the national and global economy has resulted in recent years in a decline in overall consumer and corporate spending,
declines in consumer and corporate access to credit, fluctuations in foreign exchange rates, declines in the value of assets and increased
liquidity risks, all of which could materially impact our business, financial condition and results of operations. We provide digital
entertainment services to consumers directly and indirectly through our carrier customers. Consumers may consider the purchase of our
products and services to be a discretionary expenditure. As a result, consumers considering whether to purchase our products or services may
be influenced by macroeconomic factors that affect consumer spending such as unemployment, conditions in the residential real estate and
mortgage markets and access to credit when making a determination whether to commence, continue, or stop subscribing to or otherwise
purchasing our products and services. In addition, businesses may reduce their advertising spending during adverse macroeconomic conditions,
which would negatively impact the revenue we generate through sales of advertising on our websites and other properties. We have recorded
impairments to our assets in 2008 and 2009 due in part to weakaess in the global economy, and if there is a sustained period of significant
weakness or uncertainty in the global economy, we may need to record additional impairments to our assets in future periods. If any of these
risks are realized, we may experience a material adverse impact on our financial condition and results of operations.

12
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Our restructuring efforts may not yield the anticipated benefits to our shareholders.

‘We have been restructuring the operating and overhead costs of, and taking other measures to simplify, our business and operations. We
have never before pursued initiatives to this extent and there is no assurance that our efforts will be successful. Our business and operations
may be harmed to the extent there is customer or employee uncertainty surrounding the future direction of our product and service offerings
and strategy for our businesses. Our restructuring activities have included implementing cost-cutting initiatives, which could materially impact
our ability to compete in future periods. If we have not effectively re-aligned the cost structure of our remaining businesses or otherwise do not
execute effectively on our strategic plans, our stock price may be adversely affected, and we and our shareholders will not realize the
anticipated financial, operational and other benefits from such initiatives.

The restructuring of Rhapsody may not yield the anticipated benefits to us or to Rhapsody.

On March 31, 2010, we completed the restructuring transactions of our digital audio music service joint venture, Rhapsody America LL.C
(Rhapsody). As a result of the restructuring, we no longer have operational control over Rhapsody and Rhapsody’s operating performance is no
longer consolidated with our condensed consolidated financial statements. We believe the restructuring will provide Rhapsody with the
financial, intellectual property and other key assets, and the operational flexibility to compete more effectively in the digital music market.
Rhapsody’s inability to operate and compete effectively as an independent company could adversely impact its financial condition and results
of operations, which in turn could materially impact our reported net income (loss) in future periods. In addition, Rhapsody has generated
losses since its inception, and the new structure may not alter this trend. If Rhapsody continues to incur losses, or if it otherwise experiences a
significant decline in its business, we may incur a loss on our investment, which could have a material adverse effect on our financial condition
and results of operations.

Given the current proportion of the outstanding equity of Rhapsody that we hold, we anticipate that we will need to receive Rhapsody’s
unaudited quarterly financial statements in order to timely prepare our quarterly consolidated financial statements and also to report certain of
Rhapsody’s financial results, as may be required, in our quarterly reports on Form 10-Q. In addition, we may be required to include
Rhapsody’s annual audited financial statements in our annual report on Form 10-K in future periods. As we no longer exert operational control
over Rhapsody, we cannot guarantee that Rhapsody will deliver its financial statements to us in a timely manner, or at all, or that the unaudited
financial statement information provided by Rhapsody will not contain inaccuracies that are material to our reported results. Any failure to
timely obtain Rhapsody’s quarterly financial statements or to include its audited financial statements in our future annual reports on Form 10-
K, if required, could cause our reports to be filed in an untimely manner, which would preclude us from utilizing certain registration statements
and could negatively impact our stock price.

We depend upon our executive officers and key personnel, but may be unable to attract and retain them, which could significantly harm
our business and results of operations.

Our success depends on the continued employment of certain executive officers and key employees. In January 2010, Rob Glaser, our
founder and the only Chief Executive Officer in our history, resigned as Chief Executive Officer, but remained the Chairman of our Board of
Directors. In March 2011, Robert Kimball resigned as Chief Executive Officer and Michael Lunsford was appointed as Interim Chief
Executive Officer, and since November, 2011, Thomas Nielsen has served as our President and Chief Executive Officer. Accordingly, we are
experiencing our third transition at the Chief Executive Officer level in less than two years. We cannot provide assurance that we will
effectively manage these transitions, which may impact our ability to retain our remaining key executive officers and which could harm our
business and operations to the extent there is customer or employee uncertainty arising from these transitions.

Our success is also dependent upon our ability to identify, attract and retain highly skilled management, technical and sales personnel.
Qualified individuals are in high demand and competition for such qualified personnel in our industry, particularly engineering talent, is
intense, and we may incur significant costs to attract or retain them. Our ability to attract and retain personnel may also be made more difficult
by the uncertainty created by the recent changes at our Chief Executive Officer position. There can be no assurance that we will be able to
attract and retain the key personnel necessary to sustain our business or support future growth.

Acquisitions and divestitures involve costs and risks that could harm our business and impair our ability to realize potential benefits from
these transactions.

As part of our business strategy, we have acquired and sold technologies and businesses in the past and expect that we will continue to do
so in the future. The failure to adequately manage transaction costs and address the financial, legal and operational risks raised by acquisitions
and divestitures of technology and businesses could harm our business and prevent us from realizing the benefits of these transactions.

Transaction-related costs and financial risks related to completed and potential future purchase or sale transactions may harm our
financial position, reported operating results, or stock price. Previous acquisitions have resulted in significant expenses, including amortization
of purchased technology, amortization of acquired identifiable intangible assets and the incurrence of charges for the impairment of goodwill
and other intangible assets, which are reflected in our operating expenses. New acquisitions and any potential additional future impairment of
the value of purchased assets, including goodwill, could have a significant negative impact on our future operating results.
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Purchase and sale transactions also involve operational risks that could harm our existing operations or prevent realization of anticipated
benefits from a transaction. These operational risks include:

. difficulties and expenses in assimilating the operations, products, technology, information systems, and/or personnel of the acquired
company;

» retaining key management or employees of the acquired company;
» entrance into unfamiliar markets, industry segments, or types of businesses;

+ operating, managing and integrating acquired businesses in remote locations or in countries in which we have little or no prior
experience;

« diversion of management time and other resources from existing operations;
« impairment of relationships with employees, affiliates, advertisers or content providers of our business or acquired business; and

« assumption of known and unknown liabilities of the acquired company, including intellectual property claims.

We may be unable to adequately protect our proprietary rights or leverage our technology assets, and may face risks associated with third-
party claims relating to our intellectual property.

Our ability to compete across our businesses partly depends on the superiority, uniqueness and value of our technology, including both
internally developed technology and technology licensed from third parties. To protect our proprietary rights, we rely on a combination of
patent, trademark, copyright and trade secret laws, confidentiality agreements with our employees and third parties, and protective contractual
provisions. Our efforts to protect our intellectual property rights may not assure our ownership rights in our intellectual property, protect or
enhance the competitive position of our products and services or effectively prevent misappropriation of our technology. We also routinely
receive challenges to our trademarks and other proprietary intellectual property that we are using in our business activities in China. Disputes
regarding the validity and scope of patents or the ownership of technologies and rights associated with streaming media, digital distribution,
and online businesses are common and likely to arise in the future. We may be forced to litigate to enforce or defend our patents and other
intellectual property rights or to determine the validity and scope of other parties’ proprietary rights, enter into royalty or licensing agreements
on unfavorable terms or redesign our product features and services. Any such dispute would likely be costly and distract our management, and
the outcome of any such dispute could fail to improve our business prospects or otherwise harm our business.

From time to time we receive claims and inquiries from third parties alleging that our technology may infringe the third parties’
proprietary rights, especially patents. Third parties have also asserted and most likely will continue to assert claims against us alleging contract
breaches, infringement of copyrights, trademark rights, trade secret rights or other proprietary rights, or alleging unfair competition or
violations of privacy rights. These claims, even if not meritorious, could force us to spend significant financial and managerial resources. Given
the broad distribution of some of our consumer products, any individual claim related to those products could give rise to liabilities that may be
material to us. Currently, we are investigating or litigating a variety of such pending claims, some of which are described in “Note 15.
Commitments and Contingencies” to Condensed Consolidated Financial Statements included in Part I, Item 1 of this report. In the event of a
determination adverse to us, we may incur substantial monetary liability and/or be required to change its business practices. In addition, we
recently entered into a definitive agreement with Intel Corporation pursuant to which we will sell substantially all of our patent assets. We
believe that our patent portfolio may have in the past discouraged third parties from bringing infringement or other claims against us relating to
the use of our technologies in our business. Accordingly, we cannot predict whether the sale of these patent assets to Intel will result in
additional infringement or other claims against us from third parties.

Our business and operating results will suffer if our systems or networks fail, become unavailable, unsecured or perform poorly so that
current or potential users do not have adequate access to our products, services and websites.

Our ability to provide our products and services to our customers and operate our business depends on the continued operation and
security of our information systems and networks. A significant or repeated reduction in the performance, reliability, security or availability of
our information systems and network infrastructure could harm our ability to conduct our business, and harm our reputation and ability to
attract and retain users, customers, advertisers and content providers. We have on occasion experienced system errors and failures that caused
interruption in availability of products or content or an increase in response time. Problems with our systems and networks could result from
our failure to adequately maintain and enhance these systems and networks, natural disasters and similar events, power failures, HVAC
failures, intentional actions to disrupt our systems and networks and many other causes. The vulnerability of a large portion of our computer
and communications infrastructure is enhanced because much of it is
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located at a single leased facility in Seattle, Washington, an area that is at heightened risk of earthquake, flood, and volcanic events. Many of
our services do not currently have fully redundant systems or a formal disaster recovery plan, and we may not have adequate business
interruption insurance to compensate us for losses that may occur from a system outage.

The growth of our business is dependent in part on successfully managing our international operations.

Our international operations involve risks inherent in doing business globally, including difficulties in managing operations due to
distance, language, and cultural differences, local economic conditions, different or conflicting laws and regulations, taxes, and exchange rate
fluctuations. The functional currency of our foreign subsidiaries is the local currency of the country in which each subsidiary operates. We
translate our subsidiaries’ revenues into U.S. dollars in our financial statements, and continued volatility in foreign exchange rates, particularly
if the U.S. dollar strengthens against the euro or the Korean won, may result in lower reported revenue or net assets in future periods. Our
foreign currency exchange risk management program reduces, but does not eliminate, the impact of currency exchange rate movements. If we
do not effectively manage any of the risks inherent in running our international businesses, our operating results and financial condition could
be harmed.

We may be subject to market risk and legal liability in connection with our data collection and data security capabilities.

Many of our products are interactive Internet applications that by their very nature require communication between a client and server to
operate. For example, to provide better consumer experiences and to operate effectively, our products send information, including personally
identifiable information, to our servers. In addition, we sell many of our products and services through online sales transactions directly with
consumers, through which we collect and store credit card information. In connection with our direct sales to consumers, we may be the victim
of fraudulent transactions, including credit card fraud, which presents a risk to our revenue and potentially disrupts service to our consumers.
While we take measures to protect our consumer data, we have experienced unauthorized access to our consumer data in the past, and it is
possible that our security controls over consumer data may not prevent future improper access or disclosure of credit card information or
personally identifiable information. We also are not yet fully compliant with the Payment Card Industry (PCY) compliance standard for data
security in connection with our use of credit card services for payment. We have an extensive privacy policy concerning the collection, use and
disclosure of user data involved in interactions between our client and server products. A security breach that leads to disclosure of consumer
account information (including personally identifiable information) or any failure by us to comply with our posted privacy policy or existing or
new legislation regarding privacy issues could harm our reputation, impact the market for our products and services, subject us to litigation,
and require us to expend significant resources to mitigate the breach of security, comply with breach notification laws or address related
matters. In addition, if we fail to satisfy timely the PCI compliance standards we may be subject to substantial monetary penalties and we could
lose the ability to accept credit card payments for transactions with our customers. Any of these consequences could materially harm our
business or our consolidated financial statements.

Changes in regulations applicable to the Internet and e-commerce that increase the taxes on the services we provide could materially harin
our business and operating results.

As Internet commerce continues to evolve, increasing taxation by state, local or foreign tax authorities becomes more likely. For example,
taxation of electronically delivered products and services or other charges imposed by government agencies may also be imposed. We believe
we collect transactional taxes and are compliant and current in all jurisdictions where we believe we have a collection obligation for transaction
taxes. Any regulation imposing greater taxes or other fees for products and services could result in a decline in the sale of products and services
and the viability of those products and services, harming our business and operating results. A successful assertion by one or more states or
foreign tax authorities that we should collect and remit sales or other taxes on the sale of our products or services could result in substantial
liability for past sales.

In those countries where we have taxable presence, we collect value added tax, or VAT, on sales of “electronically supplied services”
provided to Buropean Union residents. The collection and remittance of VAT subjects us to additional currency fluctuation risks.

We may be subject to additional income tax assessments.

We are subject to income taxes in the U.S. and numerous foreign jurisdictions. Significant judgment is required in determining our
worldwide provision for income taxes, income taxes payable, and net deferred tax assets. In the ordinary course of business, there are many
transactions and calculations where the ultimate tax determination is uncertain. Although we believe our tax estimates are reasonable, the final
determination of tax audits and any related litigation could be materially different than that which is reflected in our historical financial
statements. An audit or litigation can result in significant additional income taxes payable in the U.S. or foreign jurisdictions which could have
a material adverse effect on our financial condition and results of operations.
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Our Chairman of the Board beneficially owns approximately 38% of our stock, which gives him significant control over certain major
decisions on which our shareholders may vote or may discourage an acquisition of us.

Robert Glaser, our Chairman of the Board, beneficially owns approximately 38% of our common stock. As a result, Mr. Glaser and his
affiliates will have significant influence to:

= elect or defeat the election of our directors;

» amend or prevent amendment of our articles of incorporation or bylaws;

+ effect or prevent a merger, sale of assets or other corporate transaction; and

+ control the outcome of any other matter submitted to the shareholders for vote.

At our 2010 annual meeting of sharcholders, Mr. Glaser withheld votes of his shares of our common stock with respect to the election of
four of our directors, including three of our incumbent directors and Robert Kimball, our former President and Chief Executive Officer.
Although these four directors were re-elected, none of them received approval of a majority of the votes cast. The stock ownership of
Mr. Glaser and his affiliates may discourage a potential acquirer from making a tender offer or otherwise attempting to obtain control of
RealNetworks, which in turn could reduce our stock price or prevent our shareholders from realizing a premium over our stock price.

Provisions of our charter documents, Shareholder Rights Plan, and Washington law could discourage our acquisition by a third-party.

Our articles of incorporation provide for a strategic transaction committee of the board of directors. Without the prior approval of this
committee, and subject to certain limited exceptions, the board of directors does not have the authority to:

 adopt a plan of merger;

» authorize the sale, lease, exchange or mortgage of assets representing more than 50% of the book value of our assets prior to the
transaction or on which our long-term business strategy is substantially dependent;

+ authorize our voluntary dissolution; or
« take any action that has the effect of any of the above.

In addition, Mr. Glaser has special rights under our articles of incorporation to appoint or remove members of the strategic transaction
committee at his discretion that could make it more difficult for RealNetworks to be sold or to complete another change of control transaction
without Mr. Glaser’s consent. RealNetworks has also entered into an agreement providing Mr. Glaser with certain contractual rights relating to
the enforcement of our charter documents and Mr. Glaser’s roles and authority within RealNetworks. These rights and his role as Chairman of
the Board of Directors, together with Mr. Glaser’s significant beneficial ownership, create unique potential for concentrated influence of
Mr. Glaser over potentially material transactions involving RealNetworks and decisions regarding the future strategy and leadership of
RealNetworks.

We have adopted a shareholder rights plan, which was amended and restated in December 2008, which provides that shares of our
common stock have associated preferred stock purchase rights. The exercise of these rights would make the acquisition of RealNetworks by a
third-party more expensive to that party and has the effect of discouraging third parties from acquiring RealNetworks without the approval of
our board of directors, which has the power to redeem these rights and prevent their exercise.

Washington law imposes restrictions on some transactions between a corporation and certain significant shareholders. The foregoing
provisions of our charter documents, shareholder rights plan, our agreement with Mr. Glaser, and Washington law, as well as our charter
provisions that provide for a classified board of directors and the availability of “blank check” preferred stock, could have the effect of making
it more difficult or more expensive for a third-party to acquire, or of discouraging a third-party from attempting to acquire, control of us. These
provisions may therefore have the effect of limiting the price that investors might be willing to pay in the future for our common stock.

Item 1B.  Unresolved Staff Comments

None.

Item 2. Properties

Our corporate and administrative headquarters and certain research and development and sales and marketing personnel are located at our
facility in Seattle, Washington.
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We lease properties primarily in the following locations that are utilized by all of our business segments, unless otherwise noted below, to
house our research and development, sales and marketing, and general and administrative personnel:

Area leased

Location ) o L ) o ) (sq. feet) Lease expiration

Seattle, Washingon "7 7264000  : September 2014, withran option to

- renew for tWé‘ﬁx}e—ileqéri p:erfioiis :
46,000  October2014

29,000 7 September 2017

Seogl,,.Rgpul‘)Iic of {K'or‘éé(i) S
Reston, Virginia(1) S ,
(1) This facility is utilized only by our Core Products segment.

Tn addition, we lease smaller facilities with multi-year terms in the U.S. and foreign countries, some of which support the operations of all
of our business segments while others are dedicated to a specific business segment. We also lease various other smaller facilities in the
U.S. and foreign countries primarily for our sales and marketing personnel. A majority of these other leases are for a period of less than one
year. We believe that our properties are in good condition, adequately maintained and suitable for the conduct of our business. For additional
information regarding our obligations under leases, see Note 15 of Notes to Consolidated Financial Statements included in Item 8 of this report.

Item 3. Legal Proceedings
See Note 15 of Notes to Consolidated Financial Statements included in Item 8 of this report for information regarding legal proceedings.

Item 4. Mine Safety Disclosures
Not applicable.
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PART II.
Item 5. Market for Registrant’s Common Equity, Related Shareholder Matters and Issuer Purchases of Equity Securities

Our common stock has been traded on the Nasdaq Stock Market LLC under the symbol “RNWK since our initial public offering in
November 1997. There is no assurance that any quantity of the common stock could be sold at or near reported trading prices.

The following table sets forth for the periods indicated the high and low sale prices for our common stock, as reported on the Nasdaq
Stock Market LLC. These quotations represent prices between dealers, after giving effect to the 1-for-4 reverse stock split effective August 30,
2011, and do not include retail markups, markdowns or commissions and may not necessarily represent actual transactions.

Years Ended December 31,
2011 2010
. o B . L ) High Low 7 High Low
Fitst Quarter - ° R SO COTET 0t 317.24  $14.00- 0 $21.64 - $14.40 . -
Second Quarter . . . . 15.08 13.20 19.80 12.60
Third Quarter - ~ S s T T A Ae0 e 740 - - <1496 0 - 10.36
Fourth Quarter 10.20 6.92 17.24 11.72

As of Tanuary 31, 2012, there were approximately 133 holders of record of our common stock. Most shares of our common stock are held
by brokers and other institutions on behalf of shareholders.

We paid a special cash dividend of $1.00 per common share to the holders of our common stock on August 23, 2011. The payment of the
special dividend was based on an analysis of RealNetworks capital structure and the belief that we had excess cash relative to our future
operational or strategic needs. The declaration and payment of future dividends, as well as the amount thereof, are subject to the discretion of
our board of directors and will depend upon our results of operations, financial condition, capital levels, cash requirements, future prospects
and other factors deemed relevant by our board of directors. Accordingly, there can be no assurance that we will declare and pay any dividends
in the future.

Set forth below is a graph comparing the cumulative total return to shareholders on our common stock with the cumulative total return of
the Nasdaq Composite Index and the Dow Jones U.S. Technology Index for the period beginning on December 31, 2006 and ended on
December 31, 2011.
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December 31, December 31, December 31, December 31, December 31, December 31,

‘ 2006 _ 2007 2008 _2009 . 2010 2011
RealNetworks, Inc. : i $ .. 100.::§ 5567 : $. 3227 . $ 3391 § 3839 T$ 2515
NASDAQ Composite Index $ 100 $ 11026 § 6565 $§ 9519 § 11210 § 11081
Dow Jones U:S. Technology Index = - =% -$ . 100 + -$ 11570. .$ 6610 $ 10872 ~$ 12240° § 12259"

Comparison of 5 Year Cumulative Total Return Among RealNetworks, Inc.,
the NASDAQ Composite Index and the Dow Jones U.S. Technology Index

. L @ﬁmweﬂ.—i«vn&a\w&%ww@
AR A=
o
S e
S
P2
_

12103 4apE 1280 Tsoe A2 A2

i Rrifiidyonks, ng, o e — NASBAG Compnsite wmiviges Gii0Ne dottos LR Toohnolbty

o R SRR VS L T VISR LT R

The total return on our common stock and each index assumes the value of each investment was $100 on December 31, 2006, and that all
dividends were reinvested. Return information is historical and not necessarily indicative of future performance.

Item 6. Selected Financial Data

The following selected consolidated financial data should be read in conjunction with “Management’s Discussion and Analysis of
Financial Condition and Results of Operations” and the Consolidated Financial Statements and Notes to Consolidated Financial Statements
included elsewhere in this report.
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Consolidated Statemerts of Operations Data:.
Net revenue
Cost of revenue AR o
Impa1rment of deferred costs and prepald royaltles

. Gross profit o o
Operatmg expenses:

Research and development *

Sales and marketing

Advertising with related party -~

General and administrative
. Impairment of goodwill.and long-lived assets
~ Restructuring and other charges
~ Loss (gain) on'excess office facilities
~ Subtotal operating expenses

" Antitrust litigation (bénefit) expenses, net

Total operating expenses

Operating income (loss)
Other income (expense), net
Income (loss) before income taxes = |
Income taxes
Net income (foss) SRR
Net loss attributable to the noncontrolhng 1nterest in Rhapsody
Net income (loss) atiributabe to common shareholders. .~

Basic net income (loss) per share available to common shareholders A
Diluted net incomé (loss) per share available to common shareholders -
Shares used to compute basic net income (loss) per share available to
common shareholders
Shares used to compute d11uted net income (loss) per share avaﬂable tor
* common shareholders - o
Special cash dividend of $1 00 per common share

Consolidated Balance Sheets Data: -~ ~ .. .
Cash, cash equivalents, and shor;:fgegn mvestments
Working capital .

Other intangible assets, net
Goodwill :

Total assets S A
Shareholders’ equity . .. .~

Ttem 7.

Overview

N LR

TSR VIR R L

Years Ended December 31,

Management’s Discussion and Analysis of Financial Condition and Results of Operations

2011 2010 2009 2008 2007
(In thousands, except per share data)
$335,686  $401,733  $562,264 $ 604 810 $567 620
126,637~ 144,723 292,142 = - 233,244 = 213491
19,962 — — 19,666 —
189,087, . 257,010 _ 346,122 351,900 - 354,129
70,212 . 7100955 . 119,448 - - 113,680 - 102,731
111,300 118,543 165,856 211,922 209,412
e 1,065 33292 44,213 ;24,360
37,181 51,217 79,164 69,981 67,326
L =i — 175,583 192676 - —
8,650 12,361 4,017 6,833 3,748
(646) . 7,396 C B e
226,697 291,537 577,360 639,305 407 577
T — R coooes o (60,747)
226 697 291,537 577,360 639,305 346,830
(37,610)  (34,527) (237,238)  (287,405) . 7,299
(6,819) 204 (2,470) 27,800 48,688
(44,429) . (34,323) . -(239,708) ' (259,605) " 55,987
17,329 36,451 (3,321) (25.828)  (27.456)
C(7,100) 2,128 (243,029)  (285,433)... 28,531
— 2,910 26,265 41,555 19,784
$(27,100) " $ 5,038 - $(216,764) $(243.878) $ 48,315:
$ (079 $ 02 $ (6.55) $ (6.95) $ 127
$..079 § 026 $ (655 $ (695 $- Ll6:
34,185 33,894 133,653 35,108 37,916
234,185 7 7 34,013 © 331653 35,108 41,602
$136,793 — — — —
As of December 31,
2011 2010 2009 2008 2007
] ) (In thousands)
$185,072 $334 321_ $384,900 $3zo,734 $ 556 629 _
© 160:787 . 286315 278,198  266,990.% 351,066
7,169 6,952 10,650 18,727 107,677
w6198 - 4,960 - 175,264 . 353,153
377 790 565442 606 883'_ 789,013 1,275, 442
271287 412,745 375811 553,558 875,104

We manage our business and report segment revenue and profit (loss) in three segments: (1) Core Products, (2) Emerging Products and
(3) Games. Within Core Products, our revenue is primarily from the sale of our software as a service (SaaS) offerings, and within Emerging
Products, our revenue is primarily from the sale of our RealPlayer media player software and from the associated distribution of third-party

products. We also report financial results from our former Music segment, which primarily includes financial results and operating
performance of our Rhapsody joint venture, on a historical basis only. In addition, we report common
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corporate overhead expenses, including but not limited to finance, legal, headquarters facilities and stock compensation costs, in the aggregate
as Corporate results. Our most significant expenses relate to cost of revenue, compensating employees and selling and marketing our products
and services. In the years ended December 31, 2011 and 2010, we also incurred significant charges relating to restructuring activities.

In 2011, our operating results were impacted by revenue declines in our Core Products and Games segments, operational restructuring
activities that continued from 2010 into 2011 and impairment of certain deferred costs. Approximately half of our total revenue decline of
$66.0 million for the year ended December 31, 2011, was due to declines in revenue in our Core Products and Games segments. The remaining
portion of the decline was primarily due to the deconsolidation of the operating results of our Rhapsody joint venture from our consolidated
financial statements as of March 31, 2010. Our Saa$ business within Core Products is experiencing competitive pricing pressure from carriers
and the proliferation of smartphone applications and services, which do not depend on our carrier customers for distribution to consumers. In
addition, pricing for our intercarrier messaging services is changing to fixed-price structures. In our Games segment, consumer’s game play is
shifting from downloadable PCs games to social networks and mobile devices, and in 2011, we focused on developing social games and
monetizing social game play experiences. However, the revenue we generated from social games in 2011 did not offset the declines in revenue
from sales of PC games and online game subscriptions.

In 2010 and continuing into 2011, we implemented a restructuring of our business, which included deconsolidating our Rhapsody joint
venture from our financial statements as of March 31, 2010, and other significant internal restructuring measures such as reductions in
personnel and facilities and the discontinuance or de-emphasis of certain unprofitable products and service offerings. As a result of these
activities, we recorded restructuring charges of $8.7 million and $12.4 million, respectively, for the years ended December 31, 2011 and 2010,
respectively. In the fourth quarter of 2011, we recorded an impairment of deferred SaaS costs of $20.0 million related to certain of our wireless
carrier customers.

In 2011, we paid a special cash dividend of $1.00 per common share on August 23, 2011, to shareholders of record as of the close of
business on August 9, 2011, and effected a one-for-four reverse stock split of the Company’s common stock on August 30, 2011. The
aggregate amount of the special cash dividend was $136.8 million.

Summary of Results for the Years ended December 31, 2011, 2010 and 2009

Consolidated results of operations for the years ended December 31, 2011, 2010 and 2009 are as follows (dollars in thousands):

2011-2010 % 2010-2009 %

) L ) ) _ 2011 B 2010 2009 ) Change . Change ~_ Change Change
Totalrevemue. . - - . §335686 . 3401733  § 362,064 = §(66,047) =~ (16)% $(160,531) T @29)%:
Cost of revenue 126,637 144,723 222,142 (18,086) A%  (77419)  (35)%
Impairment of deferred costs <+ = & 19,962 . - . — — . 19,967 100%, e
Gross profit . o 189,087 257,010 340,122 (67,923) (26)% (83,112) 24)%
Grossmargin - ... . .. ... ... . 56%_  64% "7 60% % - S 4%
Total operating expenses 226,697 201,537 577,360 (64,840) (22)%  (285,823) (50)%
Opetating loss * " - g S v $B7610)- $(34,527) -+ $(237,238) -$ (3,083) . . (9% $2027110 | 8%

2011 compared with 2010

Revenue decreased by $66.0 million, or 16%. Approximately half, or $35.7 million of the decline was due to the deconsolidation of
Rhapsody on March 31, 2010 in addition to declines of $35.1 million in our Core Products and Games segments. Cost of revenue decreased by
$18.1 million compared with the year earlier period due primarily to lower costs of $21.9 million from the deconsolidation of our Rhapsody
joint venture. We recorded impairments of deferred costs of $20.0 million in the fourth quarter of 2011 related to certain contracts with carrier
customers for which the total estimated costs exceeded the total estimated revenues expected to be recognized. Operating expenses improved
by $64.8 million due primarily to reduced personnel and related costs of $31.6 million, $13.9 million resulting from the Rhapsody
deconsolidation, and lower restructuring charges and losses on excess office facilities totaling $11.8 million.

2010 compared with 2009

Revenue decreased by $160.5 million, or 29%, primarily due to the deconsolidation of Rhapsody on March 31, 2010, and declines in our
Core Products and Games segments. Operating expenses improved due to a $175.6 million impairment of goodwill in 2009, lower expenses of
$78.1 million associated with the deconsolidation of Rhapsody and cost reduction initiatives as part of our restructuring efforts in 2010.
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Segment Reporting
Core Products

The Core Products segment primarily generates revenue and incurs costs from the sales of Saa$S services, such as ring-back tones, inter-
carrier messages, music on demand and video on demand, professional services and system integration services to carriers and mobile handset
companies, sales of licenses of our software products such as Helix for handsets, and consumer subscriptions such as SuperPass and
international radio subscriptions. Core Products segment results of operations for the years ended December 31, 2011, 2010 and 2009 are as
follows (dollars in thousands):

2011-2010 % 2010-2009 %
2011 2010 2009 Change Change ) (“"_ ge_ Change
Total revenue - $191,240  $212,845 .$233365 . $(21,605) * (10)% ©$(20,520) ~ : (9%
Cost of revenue , 83,696 83,733 81,774  (37) % 1,959 2%
Impairment of deferred costs - a0 19329 o e o e 0. 19,329 CT00% s — i —
Gross profit , o 88215 129,112 151,591 (40,897 (B2)%  (22,479) (15)%
Grossmargin . . - . . . . e C46% 61% 65% (5% . W%
Total operating expenses 75,188 86,217 138,502 (11,029) (13)% (52,285) (38)%
Operating in¢ome (loss) - - - e $.13,027 . § 42,895 $.13,089  $(29.868) ~ (70)%  $29.806 =~ 228%

2011 compared with 2010

Revenue decreased by $21.6 million, or 10%. Saa$ revenue decreased by $14.2 million primarily due to lower intercarrier messaging
contract prices that contributed $8.8 million to the decline, and a $5.2 million decline in revenues from our tone business primarily due to a
decline in subscribers. In addition, subscription revenue, mainly from our SuperPass product declined by $5.3 million during the year ended
December 31, 2011, compared with the same period in 2010 due primarily to a decline in the number of subscribers.

Gross margin decreased primarily due to the impairments of deferred costs as well as lower Saa$ intercarrier messaging contract prices,
with no corresponding decreases in cost of revenue. The impairments of deferred costs of $19.3 million within the year ended December 31,
2011 related to certain contracts with carrier customers for which the total estimated costs exceeded the total estimated revenues expected to be
recognized. Operating expenses decreased by $11.0 million primarily due to reductions in personnel and related costs that resulted from our
restructuring efforts.

2010 compared with 2009

Revenue decreased by $20.5 million, or 9%. SaaS revenue decreased by $14.6 million primarily due to the merger of certain carrier
customers resulting in lower overall contract prices with these customers as well as a loss of total subscribers under management. In addition,
revenue from system integration, a business that we have de-emphasized since 2008, decreased by $3.5 million.

Gross margin decreased primarily due to lower SaaS contract prices with no corresponding decreases in cost of revenue. Operating
expenses decreased by $52.3 million primarily due to impairments of long lived assets and goodwill of $50.5 million in 2009, with no similar
impairments in 2010.

Emerging Products

The Emerging Products segment primarily generates revenue and incurs costs from sales of the RealPlayer and its related products, such
as revenue from distribution of third party software products, advertising on RealPlayer websites and sales of RealPlayer Plus software licenses
to consumers. Also included within the Emerging Products segment are the costs to build and develop new product offerings for consumers and
corporate customers. Emerging Products segment results of operations for the years ended December 31, 2011, 2010 and 2009 are as follows
(dollars in thousands):

2011-2010 % 2010-2009 %

) ) o 2011 2010 2009 Change Chapgeﬂ Change =~ Change
Total revenue = % & . ch e $46,590 - $41,761 - § 45207+ § 4,829 CA%% - § (3,446). 8%
Cost of revenue 11,879 7,123 6,884 4,756 67% 239 3%
Impairment of deferred costs . 63377 ¢ 7 v e v - 633 - - 100% cm el
Gross profit | 34,078 34,638 38323 (560) (%  (3,685) (10)%
Gross margin e s - 3%, 83%. 8%, % o @Y% 7
Total operating expenses 36,011 28,053 73,211 7,958 28% (45,158) (62)%
Operating income (loss) =~ * . * - T $(1,933) 0§ 6,585 . ¢ $(34,888) ¢ $(8,518) - . (129%.. $41473..  119%
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2011 compared with 2010

Revenue increased by $4.8 million, or 12%. Higher unit sales of our RealPlayer Plus software contributed approximately $3.9 million to
the increase during the period, due to increased marketing efforts. Cost of revenue increased $4.8 million mainly due to increases related to
certain advertising agreements and increased support costs for the distribution of RealPlayer and other products. Operating expenses increased
by $8.0 million primarily due to increased marketing expense to drive the distribution of RealPlayer and related third-party software.

2010 compared with 2009

Revenue decreased by $3.4 million, or 8%. Lower unit distribution of third-party software products, primarily due to increased market
saturation of the software products we distribute, accounted for the majority of the decline. Gross margin did not change materially. Operating
expenses declined by $45.2 million primarily due to impairments of long lived assets and goodwill of $46.8 million in 2009, with no similar
impairments in 2010.

Games

The Games segment primarily generates revenue and incurs costs from the creation, distribution and sales of games licenses, online
games subscription services, advertising on game sites and social network sites, games syndication services and microtransactions from online
and social games and sales of mobile games. Games segment results of operations for the years ended December 31, 2011, 2010 and 2009 are
as follows (dollars in thousands):

2011-2010 % 2010-2009 %
} o ) 2011 2010 ) 2009 Change Change Change =~ Change

Total revenue F o 397,856  $111,394  ~$122,824  $(13,538) "  .(12)% $(11.430y ° (OO%
Cost of revenue 30,646 29,071 32,862 1,575 5% (3,791) (12)%
Grossprofit.: . . .. . . - . 4. 67210 82323 89,962 (15113) " (18)% ¥ (7,639) " - - (8)%
Grossmargin 6% 74% B% Y %

Total eperating expenses e . 60,633 78275 7 127,908 7 (17,642) (23)%  (49,633) " & (39)%
Operating income (loss) $ 6577 § 4,048  $(37,946) § 2,529 63% $ 41,994 111%

2011 compared with 2010

Revenue decreased by $13.5 million, or 12%. The decline was due to lower license revenue of $4.8 million primarily due to a decrease in
the number of games sold through our games syndication services. Further contributing to the decline was lower revenue from our subscription
products of $4.8 million as a result of fewer subscribers. In addition, distribution of third party software declined by $3.7 million due to
reduced traffic for our games properties.

Cost of revenue increased by $1.6 million, or 5%. The increase was due primarily to higher costs associated with distribution of third
party games as well as increased delivery costs for our games products and services. Gross margins decreased due to lower subscription
revenue and lower distribution of third party software, both of which are higher-margin revenues.

Operating expenses decreased by $17.6 million, or 23%. The decrease was primarily due to reductions in personnel and related costs of
approximately $8.7 million. Further, we reduced our spending on marketing and related activities by approximately $3.4 million during the
year. In addition, depreciation expense related to our Games technology platform decreased by $3.1 million.

2010 compared with 2009

Revenue decreased by $11.4 million, or 9%. The decrease was primarily due to a decline in the number of games units sold combined
with lower average selling prices due to continued competitive pressures, resulting in a decrease of $9.1 million. In addition, lower unit
distribution of third party software products contributed $1.3 million of the decrease. Gross margin did not change materially. Operating
expenses decreased by $49.6 million primarily due to impairment of long lived assets and goodwill of $41.2 million in 2009, with no similar
impairments in 2010. Further contributing to the decline were reductions in personnel and related costs of $7.5 million and in marketing
expenses of $1.9 million as part of our restructuring efforts in 2010.
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Music

Music segment results of operations for the years ended December 31, 2011, 2010 and 2009 are as follows (dollars in thousands):

2011-2010 % 2010-2009 %
2011 2010 2009 . Change Change Changg . Change ]

Total revenue = .. . . . & .$. — .$ 35733.. $160,868 ~$ (35733) . NM :$(125135) = T (T8%
Cost of revenue — 21,864 98,322 (21,864) WM (76,458) (78)%
Grossprofit ... - . . .. & . . . 1380 " 62546 (13869 T NM @867 (8%
Gross Margin — 39% C39% —% . —%
Total operating expenses .+ — ¥ 13911 © 129,085 % (13,91Ly~+ NM _(115,174) ¢ =(89)%:
Operating income (loss) $ — 3 (42) $ (66,539) $ 42 NM § 66497 100%

On March 31, 2010, we completed the restructuring of Rhapsody, which resulted in our ownership interest of Rhapsody decreasing to
approximately 47% and the loss of our operating control over Rhapsody. Our revenue and operating results for the first quarter of 2010
includes results from Rhapsody’s operations. Beginning with the second quarter of 2010, Rhapsody’s revenue and other operating results are
no longer consolidated within our financial statements and we are not recording any operating or other financial results for our Music segment.
We now report our share of Rhapsody’s income or losses as “Equity in net loss of Rhapsody and other equity method investments” in “Other
income.” Our share of Rhapsody’s losses for the year ended December 31, 2011 was $7.9 million. Our share of Rhapsody’s losses for the nine-
month period from April 1, 2010, to December 31, 2010, was $14.2 million.

Prior to April 1, 2010, our Music business was primarily operated through our Rhapsody joint venture. Music segment revenue and costs
as reported in our financial statements primarily reflected sales of digital music content through Rhapsody’s MP3 music store, the Rhapsody
and international radio subscription services, and advertising on Rhapsody’s music websites.

2010 compared with 2009

Revenue declined by $125.1 million in 2010 from 2009 due to the deconsolidation of Rhapsody on March 31, 2010. Rhapsody’s revenue
for the nine month period from April 1, 2010 to December 31, 2010 was lower than the revenue of our Music segment for the same period in
2009 due to lower average selling prices of Rhapsody’s premium subscription service, partially offset by an increase in the number of
subscribers.

Cost of revenue declined by $76.5 million in 2010 from 2009 due to the deconsolidation of Rhapsody on March 31, 2010. Rhapsody’s
gross margin for the nine-months period from April 1, 2010 to December 31, 2010 declined compared with the gross margin for our Music
segment for the same period in 2009 due to lower average selling prices, without a corresponding decline in content costs and costs of
providing its subscription services.

Operating expenses declined by $115.2 million due to the deconsolidation of Rhapsody. Rhapsody’s operating expenses for the period
from April 1, 2010 to December 31, 2010 were less than the operating expenses of our Music segment for the same period in 2009 due
primarily to $37.0 million in impairment charges associated with long lived assets and goodwill recorded in 2009.

Corporate

Certain corporate-level activity is not allocated to our segments, including costs of: human resources, legal, finance, information
technology, procurement activities, litigation, corporate headquarters, legal settlements and contingencies, stock compensation, losses on
excess office facilities and employee severance costs. Corporate amounts for the years ended December 31, 2011, 2010 and 2009 are as follows
(dollars in thousands):

2011-2010 Y% 2010-2009 %
. o 2011 2010 2009 ) Change Change Change Change
Costoftevenue ° ° . v = 7§ 416° ¥§-2,932 § - 2,300 ¢ § (2,516) - (86)% S 632 27%
Total operating expenses 54,865 85,081 108,654 (30216)  (36)% (23,573)  (22)%
Operating loss P - #$(55,281) ~$(88,013) -$(110,954) §32,732 - 37% . $.22,941 . 21%..

2011 compared with 2010

Cost of revenue declined by $2.5 million, or 86%. The majority of the decline was the result of a change of estimates in our accrued
royalties, which resulted in a reversal of approximately $3.6 million in royalty expense primarily associated with our historical music business.

Operating expenses decreased by $30.2 million, or 36%. The decrease was due in part to lower restructuring charges and loss on excess
office facilities of approximately $11.8 million as well as a reduction in personnel and related costs and professional services expense of
approximately $11.5 million. The remaining decrease in operating expenses was due in part to a benefit from an insurance reimbursement of
$6.4 million related to previously settled litigation, which was accounted for as a reduction to operating expenses.

24



POOSSSCOOOCOOCcc 0000000000000 0C00COCKO0CK0OKOCOCONOONONNOS

Table of Contents

2010 compared with 2009

Operating expenses decreased by $23.6 million, or 22%, due mainly to restructuring efforts and cost savings initiatives implemented
throughout 2010. The decrease was due to lower personnel and related costs of $6.5 million and lower legal and other professional services
expenses of $15.5 million, the majority of which related to litigation and settlement costs associated with a lawsuit relating to our proposed
RealDVD product and an arbitration proceeding in 2009. In addition, stock compensation decreased $8.8 million primarily as a result of the
deconsolidation of Rhapsody on March 31, 2010 and headcount reductions. These decreases in operating expenses were offset by an increase
in restructuring costs of $15.7 million related to severance payments and loss on excess office facilities.

Operating Expenses
Research and Development

Research and development expenses consist primarily of salaries and related costs of research and development personnel, expense
associated with stock-based compensation, and consulting fees associated with product development. To date, all research and development

costs have been expensed as incurred because technological feasibility for software products is generally not established until substantially all
development is complete. Research and development costs and year-over-year changes are as follows (dollars in thousands):

2011-2010 % 2010-2009 %
) 2011 2010 2009 Change Change ‘ Change Changg )
Research and Development - . . . -$70212 | $100,955 . $119.448  $(30,743) , G1)%  $(18493)  (15)%

As apercent of revenue 21% 25% 21%

2011 compared with 2010

Research and development expenses, including non-cash stock-based compensation, decreased by $30.7 million, or 31%. The decline was
primarily due to a decrease in personnel and related costs of approximately $18.5 million as well as a decrease in depreciation expense related
to our Games technology platform of $3.1 million. In addition, the removal of Rhapsody’s operating expenses from our consolidated financial
results beginning April 1, 2010, contributed approximately $3.8 million to the decline. Further contributing to the decline was the reduction of
$5.7 million of professional services costs due primarily to reduced development work in our SaaS business. The decrease in research and
development expenses as a percentage of total revenue from 25% in 2010 to 21% in 2011 was due primarily to our ongoing cost-containment
efforts.

2010 compared with 2009

Research and development expenses, including non-cash stock-based compensation, decreased by $18.5 million, or 15%. The decrease
was primarily due to the deconsolidation of Rhapsody on March 31, 2010, accounting for $9.3 million of the decrease. In addition, personnel
and related costs, including non-cash stock-based compensation, decreased by approximately $11.2 million as a result of lower headcount from
our cost reduction efforts. No other single factor contributed materially to these changes during the period. The increase in research and
development expenses as a percentage of total revenue from 21% in 2009 to 25% in 2010 was due primarily to our decision to continue to
invest in product development despite a decline in total revenue.

Sales and Marketing

Sales and marketing expenses consist primarily of salaries and related costs for sales and marketing personnel, sales commissions,
amortization of certain intangible assets capitalized in our acquisitions, credit card fees, subscriber acquisition costs, consulting fees, trade
show expenses, advertising costs and costs of marketing collateral. Sales and marketing costs and year-over-year changes are as follows
(dollars in thousands):

2011-2010 % 2010-2009 %
‘ ‘ 2011 2010 2009‘ Chgnge_ ~ Change ’CAh“gnge Changer R
Sales and Marketing .~ * 4F 7. . -8111,300 . $118,543  $165856.: $(7,243). - (6)% S$@L313) .. (29%:

As a percent of revenue 33% 30% 30%

2011 compared with 2010

Sales and marketing expenses, including non-cash stock-based compensation, decreased by $7.2 million, or 6%. The decrease was due
primarily to the removal of Rhapsody’s operating expenses of $8.8 million from our consolidated financial results beginning
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April 1, 2010. Also contributing to the overall decrease of sales and marketing expenses was a decrease in personnel and related costs of
approximately $5.7 million due to our restructuring activities and reduced third-party sales commissions of $1.6 million. These decreases in
sales and marketing costs were partially offset by an increase in marketing expenses for RealPlayer of $8.1 million, as well as higher
professional services expense of $2.4 million.

2010 compared with 2009

Sales and marketing expenses, including non-cash stock-based compensation, decreased by $47.3 million, or 29%. The decrease was
primarily due to the deconsolidation of Rhapsody on March 31, 2010, accounting for $31.9 million of the decrease. A reduction in personnel
and related costs, including non-cash stock-based compensation, resulted in a decline of approximately $7.3 million, and a decrease in
marketing and other professional services expenses reduced costs by an additional $7.1 million. No other single factor contributed materially to
the decrease during the periods.

Advertising with Related Party

During 2010, and 2009, Rhapsody spent $1.1 million, and $33.3 million, respectively, in advertising with MTVN. The 2010 expense
reflects advertising Rhapsody spent with MTVN during the quarter ended March 31, 2010, prior to the restructuring of Rhapsody and the
deconsolidation.

General and Administrative

General and administrative expenses consist primarily of salaries and related personnel costs, fees for professional and temporary services
and contractor costs, stock-based compensation, and other general corporate costs. General and administrative costs and year-over-year
changes are as follows (dollars in thousands):

2011-2010 % 2010-2009 %
) o ) ) - “2‘911 —_ . 2010 i 2002 ] ghange . Chz{mggv_m' .C\ha\u»lge Changg )
General and Administrative =~ _$37,181  $51,217 . §79,364  $(14,036)  (2N% $(27,947) . (35)%:

As a percent of revenue 11% 13% 14%

2011 compared with 2010

General and administrative expenses, including non-cash stock-based compensation, decreased by $14.0 million, or 27%. The decrease
was due primarily to a reduction in personnel and related costs of $7.7 million and an insurance reimbursement of $6.4 million related to
settlement costs associated with previously-settled litigation.

2010 compared with 2009

General and administrative expenses, including non-cash stock-based compensation, decreased by $27.9 million, or 35%. The
deconsolidation of Rhapsody on March 31, 2010 accounted for $4.7 million of the decrease. The remaining decrease was due to reduction in
legal and other professional services expenses of approximately $15.0 million, the majority of which related to litigation and settlement costs
associated with the RealDVD litigation and an arbitration proceeding in 2009, and a reduction in personnel and headcount-related costs,
including non-cash stock-based compensation, from our continued cost cutting efforts of $6.4 million. No other single factor contributed
materially to the decrease during the period.

Impairment of Defexred Costs

We assess the recoverability of all deferred project costs on a quarterly basis. As of December 31, 2011, we determined that the total
estimated costs associated with certain carrier customer projects exceeded the total estimated revenues expected to be recognized on those
projects. As a result, we recorded a charge of approximately $20.0 million, which included $16.7 million in deferred project costs and an
additional $3.3 million of equipment and software that related solely to those projects. See Note 7 of Notes to Consolidated Financial
Statements included in Item 8 of this report for more information. No such charges existed in 2010 or 2009.

Impairment of Goodwill

During the quarter ended June 30, 2009, we concluded that the implied fair value of goodwill was zero for each of our reporting units. As
a result, we recorded impairments of $175.6 million, during the quarter ended June 30, 2009. No other impairments of goodwill were recorded
in 2009. No goodwill impairments were recognized in either 2011 or 2010.
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Restructuring and Other Charges

During the years ended December 31, 2011, 2010, and 2009, we recorded restructuring and other charges associated with the realignment
and reorganization of our business totaling $8.7 million, $12.4 million, and $4.0 million, respectively. The majority of these charges in all three
years were severance charges resulting from workforce reductions and other employee separations costs.

Loss on Excess Office Facilities

As part of our efforts to reorganize our business and operational structure, including the restructuring of Rhapsody, we reduced the use of
our current office space in our headquarters in Seattle, as well as other offices in Europe and Asia. For the year ended December 31, 2010, the
estimated loss on excess office facilities including the write-down of leasehold improvements was approximately $7.4 million. Our estimates
are based upon many factors including projections of sublease rates and the time period required to locate tenants. For the year ended
December 31, 2011 we recorded an expense reduction of $0.6 million resulting from our change in estimate for sublease rental income.
Although we believe our estimates are reasonable, additional adjustments may result if our actual experience differs from our projections.

Other Income (expense), Net

Other income (expense), net consists primarily of interest income on our cash, cash equivalents and short-term investments; gain related
to the sale of certain of our equity investments; equity in net income (loss) of investments; gain from the sales of interest in and deconsolidation
of Rhapsody; and impairment of certain equity investments. Other income (expense), net and year-over-year changes are as follows (dollars in
thousands):

. S o 2011 Change ‘ 2010 Change 2009
Interest income, net - 1,552 0 0 T 36)% w8 2417« (BD% - $3,960 -
Gain (loss) on sale of equity investments — na © . @on% 688

Equity incnet loss of Rhapsody and other.equity .=

~method investments . .. . i T (7,898) -~ (44)% “(14,164)  978%. (1,313)
Impairment of equity investments o ) S — _ n/a — ~ (100)% (5,020)
Gain on deconsolidation of Rhapsody -~ % = i s onfa 10,929 = wnfa- F me— -
Other income (expenses) 473 (146)% 1,031 (229)% 794
Other incomé (expense), net - mwwie 5 - a0 . $(6,819) - (3,443)% . .$ . 204 . :108%. .. $(2.470) .

Other income (expense), net decreased during 2011 due primarily to the $10.9 million one-time gain in 2010 on the deconsolidation of
Rhapsody. This was partially offset by a decrease in equity loss for our investment in Rhapsody of $6.3 million. Since March 31, 2010, we
have not held a controlling interest in Rhapsody and we no longer consolidate Rhapsody’s results with our own. We account for our ownership
interest in Rhapsody as an equity method investment. Rhapsody’s financial position as of March 31, 2010 and its operating results beginning
April 1, 2010 are no longer consolidated with our consolidated financial statements.

Other income (expense), net improved during 2010 due primarily to the gain on deconsolidation recognized as part of the separation with
Rhapsody. This was partially offset by increases in our share of the net losses from our investment in Rhapsody and other equity method
investments.

Income Taxes

During the years ended December 31, 2011, 2010, and 2009, we recognized income tax benefits of $17.3 million and $36.5 million, and
income tax expense of $3.3 million, respectively, related to U.S. and foreign income taxes. The tax benefit in the year ended December 31,
2011 was largely the result of a release in our valuation allowance relating to significant known income in 2012 due to the pending sale of
certain patent assets and other technology assets to Intel Corporation for $120.0 million in cash in January 2012. The income tax benefit in
2010 was largely the result of the reversal of unrecognized tax benefits and the restructuring of Rhapsody. The income tax expense in 2009 was
primarily the result of impairments of long-lived assets and changes in our valuation allowance.

We assess the likelihood that our deferred tax assets will be recovered based upon our consideration of many factors, including the
current economic climate, our expectations of future taxable income, our ability to project such income, and the appreciation of our investments
and other assets. During the year ended December 31, 2011, we released $22.6 million of our valuation allowance related to our deferred tax
assets. These deferred tax assets relate primarily to capital loss carryforwards, and net operating loss carryforwards which we determined, in
accordance with FASB ASC 740, Accounting for Income Taxes, we will more likely than not be able to utilize due to the generation of
sufficient taxable income in the future from the transaction with Intel described above. Of the
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total valuation allowance release, $22.6 million was recorded as an income tax benefit in the Consolidated Financial Statements. We maintain a
partial valuation allowance of $105.2 million for our deferred tax assets due to uncertainty regarding their realization as of December 31, 2011.
Adjustments could be required in the future if we estimate that the amount of deferred tax assets to be realized is more or less than the net
amount we have recorded. Any increase or decrease in the valuation allowance could have the effect of increasing or decreasing the income tax
provision in the statement of operations.

We generate income in a number of foreign jurisdictions, some of which have higher tax rates and some of which have lower tax rates
relative to the U.S. federal statutory rate. Changes to the blend of income between jurisdictions with higher or lower effective tax rates than the
U.S. federal statutory rate could affect our effective tax rate. For the year ended December 31, 2011, decreases in tax expense from income
generated in foreign jurisdictions with lower tax rates in comparison to the U.S. federal statutory rate was offset by increases in tax expense
from income generated in foreign jurisdictions having comparable, or higher tax rates in comparison to the U.S. federal statutory rate. As such,
the effect of differences in foreign tax rates on the Company’s tax expense for the year ended December 31, 2011 is minimal.

In the fourth quarter of 2011, we received a cash payment of approximately $8.6 million and in the third quarter of 2010 we received a
cash payment of approximately $29.5 million, as the result of a refund of U.S. federal taxes previously paid. Of the 2011 amount, $2.5 million
is related to the 2008 amended tax return that was filed as a result of the 2005 to 2007 Internal Revenue Service (IRS) examination related
primarily to allowed deductions and taxes on foreign sales associated with our 2005 antitrust settlement with Microsoft Corporation. The
remaining $6.1 million in refunds related to net operating loss carrybacks and prior year tax overpayments. We recorded the related income tax
benefit and tax receivable for both the 2011 and 2010 refunds in our consolidated financial statements for the year ended December 31, 2010.

As of December 31, 2011 and December 31, 2010, gross unrecognized tax benefits were $16.7 million and $14.0 million, respectively. Of
the increase, $3.0 million is due to transfer pricing risk in foreign jurisdictions and $0.5 million is related to other prior year positions, partially
offset by a decrease of $0.8 million related to the closure of a foreign subsidiary which had reserves related to transfer pricing and the
expiration of the statute of limitations on state tax returns. The total amount of unrecognized tax benefits that would affect our effective tax rate
if recognized is $13.5 million as of December 31, 2011, and $11.0 million as of December 31, 2010. We currently anticipate the closure of
foreign income tax examinations in the next twelve months that may decrease our total unrecognized tax benefits by an amount up to $12.0
million as a result of the successful defense of our positions, the settlement and payment of a liability, or a combination thereof. Additionally,
we anticipate that our total unrecognized tax benefits may increase by an amount up to $2.7 million as a result of a potential transfer pricing
change. We estimate the impact of uncertain tax positions in accordance with FASB ASC 740. This guidance prescribes a recognition threshold
and measurement process for recording in the consolidated financial statements uncertain tax positions taken or expected to be taken in our tax
return.

We file numerous consolidated and separate income tax returns in the United States including federal, state and local, as well as foreign
jurisdictions. With few exceptions, we are no longer subject to United States federal income tax examinations for tax years before 2008 or
state, local, or foreign income tax examinations for years before 1993. We are currently under audit by various states and foreign jurisdictions
for certain tax years subsequent to 1993.

License Fees and Service Revenue

We also present our revenue based on License fees and Service revenue as set forth below (dollars in thousands):

2011-2010 % 2010-2009 %
‘ ) ) ) 2011 ) 2010 2009 Change Change Change =~ Change
License” - . @ " o ai-i oo e §606a4:.§ 74008 $100996 § (5,264) - (D% -$ (26,088) - (26)%
Service 266,042 326,825 461268  (60,783)  (19)%  (134443)  (29)%
Total Net Revenuwe =’ “i:. - < :.o  -$335686° $401,733 '$562,264 $(66,047) - (16)%  §(160,531) " . (29)%:

License Fees . License fees primarily include revenue from sales of content such as game licenses, sales of our licenses of our system
software products such as Helix for handsets, and sales of premium versions of our RealPlayer and related products. Prior to March 31, 2010,
license fees also included the sales from digital music tracks from our Music segment. License fees include revenue from all of our reporting
segments.

Service Revenue . Service revenue primarily includes revenue from sales of digital media subscription services such as SuperPass,
GamePass and FunPass, sales of SaaS services, distribution of third party software, and advertising. Prior to Maxch 31, 2010, service fees also
included sales of the Rhapsody music subscription service from our Music segment. Service revenue includes revenue from all of our reporting
segments.

2011 compared with 2010

License revenue declined by $5.3 million, or 7%, due to the deconsolidation of our Music segment that contributed $3.9 million to the
overall decrease and a decline in sales of games of $6.2 million. These declines were partially offset by higher unit sales of RealPlayer Plus of
$3.9 million, in addition to increased revenue associated with our technology licensing products of $1.1 million, compared with the year-earlier
period.

Service revenue declined by $60.8 million, or 19%. The deconsolidation of our Music segment contributed $31.8 million to the overall
decrease. The decline was also due to reduced service revenue from our SaaS offerings of approximately $14.2 million due primarily to lower
subscribers and pricing, lower sales of our subscription products of $10.0 million and lower revenue from services associated with our
technology licensing products of $3.4 million.
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2010 compared with 2009

License revenue declined by $26.1 million, or 26%. The deconsolidation of Rhapsody on March 31, 2010, accounted for $16.4 million of
the decline. In addition, Games license sales declined by $9.1 million due to lower unit sales and a decline in average selling prices in response
to continued competitive pressures.

Service revenue declined by $134.4 million, or 29%. The deconsolidation of Rhapsody on March 31, 2010, accounted for $107.5 million
of the decline. Saa$ revenue decreased by $14.6 million due to the merger of certain carrier customers resulting in lower overall contract prices
with these customers and the loss of subscribers under management. Revenue from system integration, a business we have been de-
emphasizing since 2008, declined by $3.5 million. Also contributing to the overall decline was lower unit distribution of third-party software
products of approximately $3.6 million.

Cost of License Fees and Service Revenue

We also present our cost of revenue based on License fees and Service revenue as set forth below (dollars in thousands):

2011-2010 % 2010-2009 %

. . 2011 2010 B 2009 ~_Change Change Change  Change
License = . U0 oo 817794 § 21,451 - $.35850. . 8 (3,657) . (AM)% " $(14,399) 1t (40)%
Service 108,843 123,272 186,292 (14,429) (12)%  (63,020) (34)%
Total Cost of Revenue . - -+ . .. U0 T $126637 $144723 $222,142 - $(18,086) {(13)% $(77419) - (35%

Cost of License Fees . Cost of license fees includes royalties paid on sales of games, amounts paid for licensed technology, amortization
of acquired technology, and music royalties for periods prior to March 31, 2010.

Cost of Service Revenue . Cost of service revenue includes the cost of content and delivery of the content included in our digital media
subscription and mobile service offerings, cost of in-house and contract personnel providing support, amortization of acquired technology, fees
for consulting services, and expenses incuired in providing our SaaS hosting services and cost of content for our Rhapsody service for periods
prior to March 31, 2010. Content costs are expensed over the period that the content is available to our subscription services customers.

2011 compared with 2010

Cost of license fees decreased by $3.7 million, or 17%. The decrease was primarily due to the 2010 deconsolidation of our Music
segment, which contributed $2.7 million to the decline. Also contributing to this decrease was reduced costs of license sales within our Games
division of $1.2 million.

Cost of service revenue decreased by $14.4 million, or 12%. The deconsolidation of our Music segment contributed $19.2 million to the
overall decrease. Further contributing to the decrease was a change in estimates of our accrued royalties and the extinguishment of certain
accrued royalties in 2011 of $5.5 million primarily associated with our historical music business. These decreases were partially offset by
increased costs within our Emerging Products segment to provide our new products and increased costs related to certain advertising
agreements of approximately $3.6 million and $2.1 million, respectively.

2010 compared with 2009

Cost of license fees decreased by $14.4 million, or 40%. The decrease was primarily due to the deconsolidation of Rhapsody on
March 31, 2010, resulting in a decrease of $11.8 million. In addition, games costs of license fees decreased by $3.5 million, due to lower unit
sales and lower average selling prices for our games, resulting in lower royalty rates.

Cost of service revenue decreased by $63.0 million, or 34%. The decline was primarily due to the deconsolidation of Rhapsody on
March 31, 2010, which decreased cost of service revenue by $64.7 million.

Geographic Revenue

Revenue by geographic region is as follows (dollars in thousands):
2011-2010 % 2010-2009 %
. 2011 N 2010 2009 .~ _Change Change __Change = Change
United States™ o T e ke $162,720 . $227,823  $374,283  $(65103) - (29% - $(146,460) -+ (39)%
Europe S 74,602 79,820 96,146 ,218) (% (16,326) (17N%
Rest of World S anlh - 98,364 -:-.94090 91,835 . 4274..0 5% 2,255 e 2%
Total Revenue $335,686 $401,733  $562,264  $(66,047) (16)%  $(160,531) (29)%
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2011 compared with 2010

Revenue in the U.S. declined by $65.1 million, or 29%, primarily due to the deconsolidation of Rhapsody on March 31, 2010, which
accounted for $33.6 million of the decrease. The decline was also due to reductions in revenue generated from our SaaS offerings of $17.6
million due to lower intercarrier messaging contract prices, lower sales of games subscriptions and licenses of approximately $8.0 million and a
decrease in revenue from our SuperPass subscription service of $3.9 million.

Revenue in Burope decreased by $5.2 million, or 7%. The decrease was primarily due to a decline in technology licensing revenue of
$2.4 million, as well as declines in sales of individual games as well as games subscriptions, totaling $1.3 million. Foreign currency
fluctuations of the U.S. dollar against the euro positively affected 2011 revenue in Europe by approximately $3.5 million.

Revenue in the rest of world increased by $4.3 million, or 5%. This increase was primarily due to increased sales in our Saa$S offerings of
$2.4 million, increased technology licensing sales of $1.4 million, and increased unit sales of RealPlayer of $1.5 million. Foreign currency
fluctuations of the U.S. dollar against the Korean won positively affected 2011 revenue in the rest of the world by approximately $3.1 million.

2010 compared with 2009

Revenue in the U.S. declined by $146.5 million, or 39%, primarily due to the deconsolidation of Rhapsody on March 31, 2010, which
accounted for $116.7 million of the decrease. Core Products revenue in the U.S. declined by $19.8 million primarily due to the merger of
certain carrier customers resulting in lower overall contract prices with these customers and a loss in total subscribers under management. Core
Products revenue also declined in the U.S. due to fewer subscriptions to our SuperPass service resulting in a further decrease in revenue of $4.8
million. Revenue in the U.S. also decreased by $6.0 million due to a decline in sales of individual games. In addition, lower advertising revenue
and lower revenue from the distribution of third-party software products contributed another $3.4 million to the overall decrease in revenue in
the U.S.

Revenue in Europe decreased by $16.3 million, or 17%. The decrease was due to a decline in technology licensing revenue of $8.3
million, lower unit distribution of third-party software products of $1.6 million, a decline in sales of individual games of $3.4 million and a
decline in our international radio subscription revenue of $1.4 million. Foreign currency fluctuations of the U.S. dollar against the euro
negatively affected 2010 revenue in Europe by approximately $3.9 million.

Revenue in the rest of world increased by $2.3 million, or 2%. This increase was primarily due to increased revenue from our MOD
service in Korea of approximately $5.2 million. This increase was offset by a decrease in systems integration revenue, a business which we
have de-emphasized since 2008, of $3.5 million. Foreign currency fluctuations of the U.S. dollar against the Korean won positively affected
2010 revenue in the rest of the world by approximately $4.6 million.

Liquidity and Capital Resources

The following summarizes working capital, cash, cash equivalents, short-term investments, and restricted cash (in thousands):

December 31,

' 2011 _ 2010
Working capital - .. .0 0777 snwiees e G LT ¥  $160,787:- - $286,315.-
Cash, cash equivalents, and short-term investments 185,072 334,321
Restricted cash LS T ' I S -w+-10,168 . 710,000

The decreases in both working capital and cash, cash equivalents, and short-term investments from December 31, 2010, were primarily
due to the special cash dividend of $136.8 million paid in the third quarter of 2011.

The following summarizes cash flow activity (in thousands):

Years Ended December 31,
» 2011 2010 2009
Cash used in operating activities R AR o $ . 08) - $(31,122) U $69,304)
Cash (used in) provided by investing activities S 6,624 (17,525) 9,821
Cash (used in) provided by financig activities % o S tme TU(133,542). ¢ 073,939 39,492,

Cash used in operating activities consisted of net income (loss) adjusted for certain non-cash items including depreciation, amortization,
stock-based compensation, deferred income taxes, gain on sales of interest in, and deconsolidation of, Rhapsody, asset impairments, accrued
restructuring and other charges and the effect of changes in certain operating assets and liabilities, net of acquisitions.

Cash used in operating activities in the year ended December 31, 2011 was $0.7 million and consisted of (1) a net loss of $27.1 million,
(2) adjustments to reconcile the net loss to cash used by operating activities of $11.9 million and (3) cash used in activities related to changes in
certain operating assets and liabilities, net of acquisitions of $14.5 million. Adjustments to reconcile the net loss to cash used in operating
activities primarily consisted of $16.9 million of depreciation and amortization expense, $7.9 million of equity in the net loss of Rhapsody and
other equity method investments, and $11.7 million of stock-based compensation.
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Changes in certain operating assets and liabilities, net of acquisitions, for the year ended December 31, 2011 primarily consisted of uses
of cash from a decrease in accounts payable, and accrued and other liabilities of $14.6 million and $20.9 million, respectively. This decrease in
accounts payable was primarily related to the timing of certain payments. These uses of cash were partially offset by decreases in accounts
receivable and prepaid and other assets of $6.8 million and $43.2 million, respectively. The decrease in accounts receivable was due primarily
to the timing of cash receipts. The decrease in prepaid and other assets was due primarily to the impairment of deferred costs in the fourth
quarter.

Cash used in operating activities in the year ended December 31, 2010 was $31.1 million and consisted of net income of $2.1 million,
adjustments for cash provided by non-cash items of $45.5 million and cash used in activities related to changes in certain operating assets and
liabilities, net of acquisitions and deconsolidation of Rhapsody, of $78.8 million. Adjustments for cash provided by non-cash items primarily
consisted of $23.4 million of depreciation and amortization expense, $14.2 million related to the equity in net losses recorded from our equity
method investments, $5.7 million of non-cash expenses related to our loss on excess office facilities and $12.2 million of stock-based
compensation.

Changes in certain operating assets and liabilities, net of acquisitions, in the year ended December 31, 2010, primarily consisted of uses
of cash from the decrease in accrued and other liabilities of $67.0 million. These decreases were related to reductions in accrued royalties and
other fulfillment costs, payment of the legal settlement and related legal expenses attributable to the RealDVD litigation, as well as a reduction
in amounts payable to MTVN for related party advertising incurred during the quarter ended March 31, 2010 as compared to the quarter ended
December 31, 2009.

Cash used in operating activities in the year ended December 31, 2009 was $9.3 million and consisted of a net loss of $243.0 million,
adjustments for cash provided by non-cash items of $235.0 million and cash used by activities related to changes in certain operating assets and
liabilities, net of acquisitions, of $1.3 million. Adjustments for cash provided by non-cash items primarily consisted of $175.6 million of
impairments of goodwill, $31.5 million of depreciation and amortization expense and $21.5 million of stock-based compensation.

Changes in certain operating assets and liabilities, net of acquisitions, in the year ended December 31, 2009, primarily consisted of uses
of cash from the decrease in accrued and other liabilities of $8.9 million primarily related to reductions in deferred revenue as well as a
reduction in amounts payable to MTVN for related party advertising. A decrease in accounts payable of $4.9 million related to the timing of
payments to vendors also contributed to the use of cash in 2009. These uses of cash were partially offset by a decrease in accounts receivable of
$10.7 million related to the timing of customer collections.

In the year ended December 31, 2011, cash provided by investing activities of $6.6 million was due primarily from the sales and
maturities, net of purchases, of short-term investments of $19.6 million, offset by purchases of equipment, software and leasehold
improvements of $9.9 million and the payment of acquisition costs of $2.9 million. In the year ended December 31, 2010, investing activities
used cash primarily for payments made in connection with the restructuring of Rhapsody of $18.0 million, purchases of equipment, software,
and leasehold improvements of $12.9 million, as well as a $5.8 million payment of acquisition costs for Backstage, net of cash acquired. These
uses of cash wete partially offset by the repayment of temporary funding upon the deconsolidation of Rhapsody of approximately $5.9 million.
Purchases, net of sales and maturities, of short-term investments provided cash of $9.6 million during 2010. In the year ended December 31,
2009, investing activities provided cash primarily from the sales and maturities, net of purchases, of short-term investments of approximately
$29.9 million. Uses of cash during 2009 included the purchases of equipment, software and leasehold improvements of $16.8 million and the
payment of acquisition costs of $3.3 million primarily related to the payment of anniversary and performance costs relating to the acquisition of
Zylom, which were previously accrued.

Financing activities in the year ended December 31, 2011 used cash mainly from the payment of the special dividend to the holders of our
common stock of $136.8 million in the third quarter. The payment of the special dividend was based on an analysis of RealNetworks capital
structure and the belief that we had excess cash relative to our future operational or strategic needs. Financing activities in the year ended
December 31, 2010 provided cash from the proceeds of sales of common stock under employee stock purchase plans and the exercise of stock
options of $2.7 million. Financing activities provided cash from the proceeds of sales of interests in Rhapsody of $38.0 million as well as sales
of common stock under our employee stock purchase plan and exercise of stock options of $1.5 million in the year ended December 31, 2009.

The declaration and payment of future dividends, as well as the amount thereof, are subject to the discretion of our board of directors and
will depend upon our results of operations, financial condition, capital levels, cash requirements, future prospects and other factors deemed
relevant by our board of directors. Accordingly, there can be no assurance that we will declare and pay any dividends in the future.

We currently have no planned significant capital expenditures for 2012 other than those in the ordinary course of business. In the future,
we may seek to raise additional funds through public or private equity financing, or through other sources such as credit facilities. The sale of
additional equity securities could result in dilution to our shareholders. In addition, in the future, we may enter into cash or stock acquisition
transactions or other strategic transactions that could reduce cash available to fund our operations or result in dilution to shareholders.
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Our principal future cash commitments include office leases and contractual payments due to content and other service providers. We
believe that our current cash, cash equivalents, and short-term investments will be sufficient to meet our anticipated cash needs for working
capital and capital expenditures for at least the next 12 months.

On January 26, 2012, we entered into a definitive agreement with Intel Corporation pursuant to which we will sell certain patent assets
and related rights held by us and our next generation video codec technology for $120.0 million and the assumption of certain liabilities,
subject to potential adjustments. We intend to hold the cash proceeds we will receive in the U.S. In connection with the transaction, we also
entered into a license agreement with Intel in which we will obtain a non-exclusive, royalty-free, fully paid up, irrevocable and worldwide
license to use the patents assets we will sell to Intel in connection with our businesses. The consummation of these transactions is subject to
closing conditions and is expected to close in the first quarter of 2012.

We do not hold derivative financial instruments or equity securities in our short-term investment portfolio. Our cash equivalents and
short-term investments consist of high quality securities, as specified in our investment policy guidelines. The policy limits the amount of
credit exposure to any one non-U.S. government or non-U.S. agency issue or issuer to a maximum of 5% of the total portfolio. These securities
are subject to interest rate risk and will decrease in value if interest rates increase. Because we have historically had the ability to hold our fixed
income investments until maturity, we do not expect our operating results or cash flows to be significantly affected by a sudden change in
market interest rates on the securities in this portfolio.

We conduct our operations primarily in five functional currencies: the U.S. dollar, the Korean won, the Japanese yen, the British pound
and the euro. Historically, neither fluctuations in foreign exchange rates nor changes in foreign economic conditions have had a significant
impact on our financial condition or results of operations. However, we currently do not hedge the majority of our foreign currency exposures
and are therefore subject to risk from exchange rate fluctuations. We invoice our international customers primarily in U.S. dollars, except in
Korea, Japan, Germany, France, the United Kingdom and Australia, where we invoice our customers primarily in the respective local
currencies. We are exposed to foreign exchange rate fluctuations as the financial results of foreign subsidiaries are translated into U.S. dollars
in consolidation. Our exposure to foreign exchange rate fluctuations also arises from intercompany payables and receivables to and from our
foreign subsidiaries.

As of December 31, 2011, approximately $48.8 million of the $185.1 million of cash, cash equivalents, and short-term investments was
held by our foreign subsidiaries. We have reviewed each of our foreign subsidiaries and as of December 31, 2011 have repatriated
approximately $11.4 million of the cash held by our foreign subsidiaries. The Company believes repatriation of these earnings will result in
additional taxes of approximately $1.0 million and has provided for that amount in the Company’s consolidated financial statements for the
year ended December 31, 2011. We currently have significant net operating losses and other tax attributes that will be used to offset the $1.0
million of additional taxes, and as a result, the repatriation did not have a material impact on our tax expense for the year ended December 31,
2011 as we are utilizing net operating losses, which had a full valuation allowance.

As of December 31, 2011, we have not provided for U.S. federal and state income taxes on approximately $12.8 million of undistributed
earnings of our foreign subsidiaries, since such earnings are considered indefinitely reinvested outside the U.S. If these amounts were
distributed to the U.S, in the future in the form of dividends or otherwise, we could be subject to additional U.S. income taxes. It is not
practicable to determine the U.S. federal income tax liability or benefit on such earnings due to the timing of such future distributions, the
availability of foreign tax credits, and the complexity of the computation if such earnings were not deemed to be permanently reinvested. If
future events, including material changes in estimates of cash, working capital, and long-term investment requirements necessitate that these
earnings be repatriated, an additional provision for U.S. income and foreign withholding taxes, net of foreign tax credits, may be necessary.

At December 31, 2011, we had commitments to make the following payments:

Less than
Contractual Obligations Total 1 Year Yt:rs Y:Zasrs
7 B ) ) (In thousands)
Office leases : $33,721 $10,358 $18,768°  $3,628
Other contractual obligations 176 88 88 —
- Total contractual cash obligations B i = $33.897  -$10,446

Other contractual obligations primarily relate to minimum contractual payments due to content and other service providers.

In addition to the amounts shown in the table above, $17.5 million of unrecognized tax benefits have been recorded as liabilities in
accordance with FASB ASC 740 (previously FIN No. 48, Accounting for Uncertainty in Income Taxes ), and we are uncertain as to if or when
such amounts may be settled. We cannot make a reasonably reliable estimate of the amount and period of related future payments for such
liability.
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Off Balance Sheet Arrangements

Our only significant off-balance sheet arrangements relate to operating lease obligations for office facility leases and other contractual
obligations related primarily to minimum contractual payments due to content and other service providers. Future annual minimum rental lease
payments and other contractual obligations are included in the commitment schedule above.

Critical Accounting Policies and Estimates

The preparation of our financial statements requires us to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenue and
expenses during the reported period. Our critical accounting policies and estimates are as follows:

» Revenue recognition;

» Estimating music publishing rights and music royalties;

+ Estimating recoverability of deferred costs;

» Estimating allowances for doubtful accounts and sales returns;
+ Estimating losses on excess office facilities;

+ Valuation of equity method investments;

+ Valuation of available for sale securities;

* Valuation of long-lived assets;

* Valuation of goodwill;

+ Stock-based compensation;
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» Accounting for gains on sale of subsidiary stock; and
» Accounting for income taxes.

Revenue Recognition. We recognize revenue when persuasive evidence of an arrangement exists, delivery has occurred, the sales price
is fixed or determinable, and collection is probable. Physical products are considered delivered to the customer once they have been shipped
and title and risk of loss have been transferred. For online sales, the products or services are considered delivered at the time the product or
services are made available, digitally, to the end user.

We recognize revenue on a gross or net basis. In most arrangements, we contract directly with end user customers, are the primary
obligor and carry all collectability risk. In such arrangements, we recognize revenue on a gross basis. In some cases, we utilize third-party
distributors to sell products or services directly to end user customers and carry no collectability risk. In such instances, we recognize revenue
on a net basis.

In our direct to consumer business segments, we derive revenue through (1) subscriptions of SuperPass within our Core Products segment
and subscriptions sold by our Games segment, (2) sales of content downloads, software and licenses offered by our Core Products, Emerging
Products and Games segments and (3) the sale of advertising and the distribution of third-party products on our websites and in our games.
Prior to April 1, 2010, our direct to consumer business also included the products and services offered by our Music segment, which was
primarily sold by the Rhapsody joint venture and included in our Music segment. Beginning on April 1, 2010, revenue from the Rhapsody joint
venture is no longer consolidated within our financial statements. We now report our share of Rhapsody’s net income or losses as “Equity in
net loss of Rhapsody and other equity method investments.”

Consumer subscription products are paid in advance, typically for monthly, quarterly or annual duration. Subscription revenue is
recognized ratably over the related subscription time period. Revenue from sales of content downloads, software and licenses is recognized at
the time the product is made available, digitally, to the end user. Revenue generated from advertising on our websites and from advertising and
the distribution of third-party products included in our products is recognized as revenue at the time of delivery.

We also generate revenue through business-to-business channels by providing services within our Core Products segment enabling
mobile carriers to deliver audio and video content to their customers and by selling software licenses and products and related support and other
services. Revenue generated from services provided to mobile carriers that enable the delivery of audio and video content to their customers is
recognized as the services are provided. Setup fees to build these services are recognized ratably upon launch of the service over the remaining
expected term of the service.

Non-software revenue arrangements with multiple deliverables are divided into separate units and revenue is allocated using estimated
selling prices if the Company does not have vendor-specific objective evidence or third-party evidence of the selling prices of the deliverables.
A portion of the revenue related to the sale of software licenses and products and related support and other services is recorded as unearned due
to undelivered elements including, in some cases, post-delivery support and the right to receive unspecified upgrades or enhancements on a
when-and-if-available basis. Unearned revenue due to undelivered elements is recognized ratably on a straight-line basis over the related
products’ contract term.

Estimating Music Publishing Rights and Music Royalty Accruals. We must make estimates of amounts owed related to our music
publishing rights and music royalties for our domestic and international music services primarily incurred by Rhapsody which was separated
from our operating results begioning April 1, 2010. Unsettled obligations incurred prior to April 1, 2010 remain our liability. Material
differences may impact the amount and timing of our expense for any period if management made different judgments or utilized different
estimates. Under copyright law, we may be required to pay licensing fees for digital sound recordings and compositions we deliver. Copyright
law generally does not specify the rate and terms of the licenses, which are determined by voluntary negotiations among the parties or, for
certain compulsory licenses where voluntary negotiations are unsuccessful, by arbitration. There are certain geographies and agencies for
which we have not yet completed negotiations with regard to the royalty rate to be applied to the current or historic sales of our digital music
offerings. Our estimates are based on contracted or statutory rates, when established, or management’s best estimates based on facts and
circumstances regarding the specific music services and agreements in similar geographies or with similar agencies. While we base our
estimates on historical experience and on various other assumptions that management believes to be reasonable under the circumstances, actual
results may differ materially from these estimates under different assumptions or conditions.

Estimating Recoverability of Deferred Costs. We defer costs on projects for service revenue and system sales. Deferred costs consist
primarily of direct and incremental costs to customize and install systems, as defined in individual customer contracts, including costs to
acquire hardware and software from third parties and payroll costs for our employees and other third parties.
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We recognize such costs as a component of cost of revenue, the timing of which is dependent upon the revenue recognition policy by
contract. For revenue recognized under the completed contract method, costs are deferred until the products are delivered, or upon completion
of services or, where applicable, customer acceptance. For revenue recognized under the percentage of completion method, costs are
recognized as products are delivered or services are provided in accordance with the percentage of completion calculation. For revenue
recognized ratably over the term of the contract, costs are recognized ratably over the term of the contract, commencing on the date of revenue
recognition. At each balance sheet date, we review deferred costs to ensure they are ultimately recoverable. Any anticipated losses on
uncompleted contracts are recognized when evidence indicates the estimated total cost of a contract exceeds its estimated total revenue.

Assessing the recoverability of deferred project costs is based on significant assumptions and estimates, including future revenue and cost
of sales. Significant or sustained decreases in revenue or increases in cost of sales in fiture perieds could result in additional impairments of
deferred project costs. We cannot accurately predict the amount and timing of such impairments. Should the value of deferred project costs
become impaired, we would record the appropriate charge, which could have a material adverse effect on our financial condition or results of
operations.
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Estimating Allowances for Doubtful Accounts and Sales Returns. We make estimates of the uncollectible portion of our accounts
receivable. We specifically analyze the age of accounts receivable and historical bad debts, customer credit-worthiness and current economic
trends when evaluating the adequacy of the allowance for doubtful accounts. Similarly, we make estimates of potential future product returns
related to current period revenue. We analyze historical returns, current economic trends, and changes in customer demand and acceptance of
our products when evaluating the adequacy of the sales returns allowance. Significant judgments and estimates are made and used in
connection with establishing allowances for doubtful accounts and sales returns in any accounting period. Material differences may result in the
amount and timing of our revenue for any period if we were to make different judgments or utilize different estimates or actual future
experience was different from the judgments and estimates.

Estimating Losses on Excess Office Facilities. ~'We made significant estimates in determining the appropriate amount of accrued loss on
excess office facilities. If we made different estimates, our loss on excess office facilities could be significantly different from that recorded,
which could have a material impact on our operating results.

Valuation of Equity Method Investments. We use the equity method in circumstances where we have the ability to exert significant
influence, but not control, over an investee or joint venture. We initially record our investment based on a fair value analysis of the investment.
Prior to 2010, most of our equity method investments were purchased with cash which was determined to be fair value. For the investment in
Rhapsody as of March 31, 2010, we used multiple vatuation models that were based on assumptions of future results, including operating and
cash flow projections, to calculate the fair value since we contributed both cash and non-cash items in exchange for our interest. These models
were based upon estimates and assumptions relating to future revenue, cash flows, operating expenses, costs of capital and capital purchases.
These estimates and assumptions are complex and subject to a significant degree of judgment with respect to certain factors including, but not
limited to, the cash flows of long-term operating plans, market and interest rate risk, and risk-commensurate discount rates and cost of capital.

We record our percentage interest in the investee or joint venture’s income or loss under this method, which will increase or decrease the
value of the investment. We record investee losses up to the aggregate amount of the investment.

We evaluate impairment of an investment valued under the equity method only if events and circumstances warrant. An impairment
charge would be recorded whenever a decline in value of an equity investment below its carrying amount is determined to be other than
temporary. In determining if a decline is other than temporary, we consider factors such as the length of time and extent to which the fair value
of the investment has been less than the carrying amount of the investee or joint venture, the near-term and longer-term operating and financial
prospects of the investee or joint venture and our intent and ability to hold the investment for a period of time sufficient to allow for any
anticipated recovery.

Valuation of Available for Sale Securities . Our investments in publicly traded companies are accounted for as available-for-sale and are
carried at current market value. We periodically evaluate whether any declines in fair value of our available for sale securities are other-than-
temporary based on a review of qualitative and quantitative factors. For investments with publicly quoted market prices, these factors include
the time period and extent by which its accounting basis exceeds its quoted market price. We consider additional factors to determine whether
declines in fair value are other-than-temporary, such as the investee’s financial condition, results of operations, and operating trends. The
evaluation also considers publicly available information regarding the investee companies.

Valuation of Long-Lived Assets.  Long-lived assets consist primarily of property, plant and equipment, as well as amortizable intangible
assets acquired in business combinations. Long-lived assets are amortized on a straight line basis over their estimated useful lives. We review
long-lived assets for impairment whenever events or changes in circumstances indicate the carrying amount of such assets may not be
recoverable. Recoverability of these assets is measured by comparison of their carrying amount to future undiscounted cash flows the assets are
expected to generate. If long-lived assets are considered to be impaired, the impairment to be recognized equals the amount by which the
carrying value of the assets exceeds their fair market value. The impairment analysis of long-lived assets is based upon estimates and
assumptions relating to our future revenue, cash flows, operating expenses, costs of capital and capital purchases. These estimates and
assumptions are complex and subject to a significant degree of judgment with respect to certain factors including, but not limited to, the cash
flows of our long-term operating plans, market and interest rate risk, and risk-commensurate discount rates and cost of capital. Significant or
sustained declines in future revenue or cash flows, or adverse changes in our business climate, among other factors, and their resulting impact
on the estimates and assumptions relating to the value of our long-lived assets could result in the need to perform an impairment analysis in
future interim periods which could result in a significant impairment. While we believe our estimates and assumptions are reasonable, due to
their complexity and subjectivity, these estimates and assumptions could vary period to period.

Valuation of Goodwill. 'We assess the impairment of goodwill on an annual basis, in our fourth quarter, or whenever events or changes
in circumstances indicate that the fair value of the reporting unit to which goodwill relates is less than the carrying value. We consider a
synthesis of the following important factors that could trigger an impairment review include the following:

- poor economic performance relative to historical or projected future operating results;

« significant negative industry, economic or company specific trends;
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+ market and interest rate risk;
* changes in the manner of our use of the assets or the plans for our business; and
* loss of key personnel.

In addition, we perform a reconciliation of our market capitalization plus a reasonable control premium to the aggregated implied fair
value of all of our reporting units.

If we were to determine that the fair value of a reporting unit was less than its carrying value, including goodwill, based upon the annual
test or the existence of one or more of the above indicators of impairment, we would measure impairment based on a comparison of the implied
fair value of reporting unit goodwill with the carrying amount of goodwill. The implied fair value of goodwill is determined by allocating the
fair value of a reporting unit to its assets (recognized and unrecognized) and liabilities in a manner similar to a purchase price allocation. The
residual fair value after this allocation is the implied fair value of the goodwill of the reporting unit. To the extent the carrying amount of
reporting unit goodwill is greater than the implied fair value of reporting unit goodwill, we would record an impairment charge for the
difference. Judgment is required in determining our reporting units and assessing fair value of the reporting units.

The impairment analysis of goodwill is based upon estimates and assumptions relating to our future revenue, cash flows, operating
expenses, costs of capital and capital purchases. These estimates and assumptions are complex and subject to a significant degree of judgment
with respect to certain factors including, but not limited to, the cash flows of our long-term operating plans, market and interest rate risk, and
risk-commensurate discount rates and cost of capital.

Stock-Based Compensation.  Stock-based compensation cost is estimated at the grant date based on the award’s fair-value as calculated
by the Black-Scholes option-pricing model or other appropriate valuation models and is recognized as expense over the requisite service
period, which is the vesting period. The valuation models require various highly judgmental assumptions including volatility in our common
stock price and expected option life. If any of the assumptions used in the valuation models change significantly, stock-based compensation
expense may differ materially in the future from the amounts recorded in our consolidated statement of operations. We are required to estimate
forfeitures at the time of grant and revise those estimates in subsequent periods if actual forfeitures differ from those estimates. We use
historical data to estimate pre-vesting option forfeitures and record stock-based compensation expense only for those awards that are expected
to vest.

Accounting for Gains on Sale of Subsidiary Stock.  Effective January 1, 2009, we adopted Statement of Financial Accounting Standards
No. 160, Noncontrolling Interests in Consolidated Financial Statements, an amendment to ARB No. 51 ( SFAS 160) which was primarily
codified into FASB ASC 810 — Consolidation (ASC 810). Current guidance requires the difference between the carrying amount of the
parent’s investment in a subsidiary and the underlying net book value of the subsidiary after the issuance of stock by the subsidiary to be
recorded as equity transactions. We elected to recognize any such gain in our consolidated statement of operations prior to January 1, 2009 as
was allowable under generally accepted accounting principles in place at that time if certain recognition criteria were met. Due to the
completion of the restructuring of Rhapsody on March 31, 2010, which resulted in our holding approximately 47% of the outstanding shares of
capital stock of Rhapsody, this accounting policy will no longer apply with respect to our investment as we no longer consolidate Rhapsody
and no longer report a noncontrolling interest.
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Accounting for Income Taxes. We use the asset and liability method of accounting for income taxes. Under this method, income tax
expense is recognized for the amount of taxes payable or refundable for the current year. In addition, deferred tax assets and liabilities are
recognized for the expected future tax consequences of temporary differences between the financial reporting and tax basis of assets and
liabilities and for operating losses and tax credit carryforwards. Deferred tax assets and liabilities and operating loss and tax credit
carryforwards are measured using enacted tax rates expected to apply to taxable income in the years in which those temporary differences and
operating loss and tax credit carryforwards are expected to be recovered or settled. We must make assumptions, judgments and estimates to
determine current provision for income taxes, deferred tax assets and liabilities and any valuation allowance to be recorded against deferred tax
assets. Our judgments, assumptions, and estimates relative to the current provision for income tax take into account current tax laws, our
interpretation of current tax laws and possible outcomes of future audits conducted by foreign and domestic tax authorities. Changes in tax law
or our interpretation of tax laws and future tax audits could significantly impact the amounts provided for income taxes in our consolidated
financial statements.

Each reporting period we must periodically assess the likelihood that our deferred tax assets will be recovered from future taxable
income, and to the extent that recovery is not more likely than not, a valuation allowance must be established. The establishment of a valuation
allowance and increases to such an allowance result in either increases to income tax expense or reduction of income tax benefit in the
statement of operations and comprehensive income. Factors we consider in making such an assessment include, but are not limited to, past
performance and our expectation of future taxable income, macroeconomic conditions and issues facing our industry, existing contracts, our
ability to project future results and any appreciation of our investments and other assets.

Historically, we have not provided for U.S. deferred income taxes or withholding taxes on certain foreign subsidiaries’ undistributed
earnings. These earnings had been intended to be permanently reinvested in operations outside of the U.S. As a result of the decision to pay the
special cash dividend and to effect the reverse stock split in August 2011, we repatriated some of our foreign subsidiaries’ undistributed
earnings in the fourth quarter of 2011. This repatriation was a one-time change in our assertion on foreign subsidiaries’ undistributed earnings,
as we otherwise intend to reinvest future earnings outside of the U.S. indefinitely.

As of December 31, 2011, approximately $48.8 million of the $185.1 million of cash, cash equivalents, and short-term investments was
held by our foreign subsidiaries. The Company has reviewed each of its foreign subsidiaries and as of December 31, 2011 has repatriated
approximately $11.4 million of the cash held by our foreign subsidiaries. The Company believes repatriation of these earnings will result in
additional taxes of approximately $1.0 million and have provided for that amount in the Company’s consolidated financial statements for the
year ended December 31, 2011. We currently have significant net operating losses and other tax attributes that will be used to offset the $1.0
million of additional taxes, and as a result, the repatriation did not have a material impact on our tax expense for the year ended December 31,
2011, as we are utilizing net operating losses, which had a full valuation allowance.

As of December 31, 2011, we have not provided for U.S. federal and state income taxes on approximately $12.8 million of undistributed
earnings of our foreign subsidiaries, since such earnings are considered indefinitely reinvested outside the U.S. If these amounts were
distributed to the U.S., in the form of dividends or otherwise, the Company could be subject to additional U.S. income taxes. It is not
practicable to determine the U.S. federal income tax liability or benefit on such earnings due to the timing of such future distributions, the
availability of foreign tax credits, and the complexity of the computation if such earnings were not deemed to be permanently reinvested. If
future events, including material changes in estimates of cash, working capital, and long-term investment requirements necessitate that these
earnings be distributed, an additional provision for U.S. income and foreign withholding taxes, net of foreign tax credits, may be necessary.

Recently Issued Accounting Standards

With the exception of those discussed below, there have been no recent accounting pronouncements or changes in accounting
pronouncements during the year ended December 31, 2011, as compared to the recent accounting pronouncements described in our Annual
Report on Form 10-K for the year ended December 31, 2010, that are of significance, or potential significance to us.

In September 2009, the FASB ratified Accounting Standards Update (ASU) 2009-13 (ASU 2009-13) (previously Emerging Issues Task
Force (EITF) Issue No. 08-1, Revenue Arrangements with Multiple Deliverables (EITF 08-1)). ASU 2009-13 supersedes EITF 00-21 and
addresses criteria for separating the consideration in multiple-element arrangements. ASU 2009-13 requires companies to allocate the overall
consideration to each deliverable by using a best estimate of the selling price of individual deliverables in the arrangement in the absence of
vendor-specific objective evidence or other third-party evidence of the selling price.

In September 2009, the FASB ratified ASU 2009-14 (ASU 2009-14) (previously EITF No. 09-3, Certain Revenue Arrangements That
Include Software Elements) . ASU 2009-14 modifies the scope of Software Revenue Recognition to exclude (a) non-software components of
tangible products and (b) software components of tangible products that are sold, licensed, or leased with tangible products when the software
components and non-software components of the tangible product function together to deliver the tangible product’s essential functionality.
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The Company elected to adopt ASU 2009-13 and ASU 2009-14 at the beginning of the first quarter of 2011 on a prospective basis. The
Company did not have a significant change in units of accounting, allocation methodology, or timing of revenue recognition. As a result, the
adoption of these accounting standards did not have a material impact on the Company’s consolidated financial statements.

In September 2011, the FASB issued ASU 2011-08, Intangibles — Goodwill and Other (Topic 350): Testing Goodwill for Impairment ,
which permits an entity to first assess qualitative factors to determine whether it is more likely than not that the fair value of a reporting unit is
less than its carrying amount as a basis for determining whether it is necessary to perform the two-step goodwill impairment test. ASU 2011-08
will be effective for fiscal years beginning after December 15, 2011, The Company does not expect the adoption of ASU 2011-08 to have a
material effect on its consolidated financial statements.

Ttem 7A.  Quantitative and Qualitative Disclosures About Market Risk

The following discussion about our market risk involves forward-looking statements. All statements that do not relate to matters of
historical fact should be considered forward-looking statements. Actual results could differ materially from those projected in any forward-
looking statements.

Interest Rate Risk.  Our exposure to interest rate risk from changes in market interest rates relates primarily to our short-term investment
portfolio. We do not hold derivative financial instruments or equity investments in our short-term investment portfolio. Our short-term
investments consist of high quality debt securities as specified in our investment policy. Investments in both fixed and floating rate instruments
carry a degree of interest rate risk. The fair value of fixed rate securities may be adversely impacted due to a rise in interest rates, while floating
rate securities may produce less income than expected if interest rates fall. Additionally, a declining rate environment creates reinvestment risk
because as securities mature the proceeds are reinvested at a lower rate, generating less interest income. See Note 5 “Cash and Cash
Equivalents, Short-Term Investments, and Restricted Cash Equivalents and Investments” for additional information. Due in part to these
factors, our future interest income may be adversely impacted due to changes in interest rates. In addition, we may incur losses in principal if
we are forced to sell securities that have declined in market value due to changes in interest rates. Because we have historically had the ability
to hold our short-term investments until maturity, we would not expect our operating results or cash flows to be significantly impacted by a
sudden change in market interest rates. There have been no material changes in our investment methodology regarding our cash equivalents
and short-term investments during the year ended December 31, 2011. Based on our cash, cash equivalents, short-term investments, and
restricted cash equivalents at December 31, 2011, a hypothetical 10% increase/decrease in interest rates would not increase/decrease our annual
interest income or cash flows by more than a nominal amount.

Investment Risk.  As of December 31, 2011, we had investments in voting capital stock of both publicly traded and privately-held
technology companies for business and strategic purposes. Our investments in publicly traded companies are accounted for as available-for-
sale, carried at current market value and are classified as long-term as they are strategic in nature. We periodically evaluate whether any
declines in fair value of our investments are other-than-temporary based on a review of qualitative and quantitative factors. For investments
with publicly quoted market prices, these factors include the time period and extent by which its accounting basis exceeds its quoted market
price. We consider additional factors to determine whether declines in fair value are other-than-temporary, such as the investee’s financial
condition, results of operations, and operating trends. The evaluation also considers publicly available information regarding the investee
companies. For investments in private companies with no quoted market price, we consider similar qualitative and quantitative factors as well
as the implied value from any recent rounds of financing completed by the investee. Based upon an evaluation of the facts and circumstances
during the years ended December 31, 2011, we determined that no additional other-than-temporary decline in fair value had occurred and
therefore no impairment charges were recorded in 2011.

Foreign Currency Risk.  'We conduct business internationally in several currencies. As such, we are exposed to adverse movements in
foreign currency exchange rates.

Our exposure to foreign exchange rate fluctuations arise in part from: (1) translation of the financial results of foreign subsidiaries into
U.S. dollars in consolidation; (2) the remeasurement of non-functional currency assets, liabilities and intercompany balances into U.S. dollars
for financial reporting purposes; and (3) non-U.S. dollar denominated sales to foreign customers. A portion of these risks is managed through
the use of financial derivatives, but fluctuations could impact our results of operations and financial position.

Generally, our practice is to manage foreign currency risk for the majority of material short-term intercompany balances through the use
of foreign currency forward contracts. These contracts require us to exchange currencies at rates agreed upon at the contract’s inception.
Because the impact of movements in currency exchange rates on forward contracts offsets the related impact on the short-term intercompany
balances, these financial instruments help alleviate the risk that might otherwise result from certain changes in currency exchange rates. We do
not designate our foreign exchange forward contracts related to short-term intercompany accounts as hedges and, accordingly, we adjust these
instruments to fair value through results of operations. However, we may periodically hedge a portion of our foreign exchange exposures
associated with material firmly committed transactions, long-term investments, highly predictable anticipated exposures and net investments in
foreign subsidiaries. Some of our unhedged exposures are reconciled through our statement of operations on a mark-to-market basis each
quarter, so to the extent we continue to experience adverse economic conditions, we may record losses related to such unhedged exposures in
future periods that may have a material adverse effect on our financial condition and results of operations.
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Our foreign currency risk management program reduces, but does not entirely eliminate, the impact of currency exchange rate
movements.

We have cash balances denominated in foreign currencies which are subject to foreign currency fluctuation risk. The majority of our
foreign currency denominated cash is held in Korean won and euros. A hypothetical 10% increase or decrease in the Korean won and euro
relative to the U.S. dollar at December 31, 2011 would not result in more than a nominal amount of unrealized gain or loss.

Foreign currency transaction gains and losses were not material for the years ended December 31, 2011, 2010, and 2009.
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Item 8. Financial Statements and Supplementary Data

REALNETWORKS, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

: ASSETS " -
Current assets:
Cash and cash equivalents -
Short-term investments .
_Trade accounts receivable, net of allowances for deubtful dccounts.and sales returns.of $2,113 in 2011 and $2,568 in 2010
Deferred costs, current portion - ‘
.. Related party receivable — Rbapsody .~~~ R R
Prepaid expenses and other current assets
Total current assets - .
Equipment, software, and leasehold 1mprovements at cost
Equipment and sofivware R
Leasehold improvements
Total equipment; software, and leasehold improvements, at Gost
Less accumulated depreciation and amortization

Restricted cash equlvalents and investments
Equity method investments ~

Available for sale securities

Other assets -

Deferred costs, non-current portion
Deferred tax assets, net, non-carrent portion
Other intangible assets, net of accumulated amortxzatlon of $62 462 in 201 1 and $59 879 i m 2010
Goodwill e

Total assets

o : LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities: )
Accounts payable .
Accrued and other liabilities
Deferred revenue, current portion
Accrued loss on excess office facilities, current portion
. - Total current liabilities < S
Deferred revenue, non-current portion
Accrued loss on excess office facilitiés; noncurrent portion © -
Deferred rent L o )
Deferred tax labilities, net, non-current portion -
Other long-term liabilities
* ‘Total liabilities

Commitments and contmgenmes
Shareholders’ equity: s
Preferred stock, $0.001 par value, no shares issued and outstand'
Series A: authorized 200 shares .
Undesignated series: authorized 59,800 shares
Common stock, $0:001- par value authorized 250,000 shares; issued ‘and outstanding 34,422 sh
Additional paid-in capital
Accumulated other comprehensive loss : S ea - G e
Retained deficit
- Total shareholders’ equity,
Total Habilities and shareholders’ equrty

$in 2011 and 34,021 shares in 2010

See accompanying notes to consolidated financial statements.
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December 31,
2011 2010
(In thousands, except
per share data)

78,739
541,165

1,424 ‘
0 i

$106,333 .

432,610

104,352 "+ i - 144,623~

25,947 25,367
130,299 7 169,990

92,825 126,619

BT 4T 43,371
10168 10,000
198 15:486
. 37,204 27,541
LD 2954 33187
843 18,401
18,419 12,805; -

. 7,169 6,952
Tyt 6198 . r 4960
$377,790  § 565442

$ 17,1517 © $ 30,41%

59 194 85,702

CL 11,8357 0 19,0367

596 1,144

88,776: 136,295

195 460

2,151 3,380

2,944 3,514

1,443, 1,049

10,994 7,999
106,503 152,697

A: ) :: . Q’ .-
0
P V- SO =34
575,515 697,532
v (24,884) -+ (32,543)
(279,3l§) 252 278)
L 271,287 745"

$ 377,790

$ 565442
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REALNETWORKS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME (LOSS)

Net revenue(A)
Cost of revenue(B)
Impairment of deferred costs © -
Gross profit
Operating expenses: =~ ~ SRR T
Research and development
Sales and marketing
Advertising with related party
~ Geriéral and administrative’ = SR R
Impairment of goodwill - S ‘
Restructuring and other charges, = .. O 0 A .
Loss (gain) on excess office facilj
, . Total operating expefises® "
Operating loss
Other income (expenses), net:
Interest income, net
Gain (Ioss) onsale of equity investments ¢ ‘
Equity in net loss of Rhapsody and other equ1ty method 1nvestments
Impairment of equity investments IR X
Gain on deconsolidation of Rhapsody
Other income;(expense)
Other income (expense), net
Loss before ificome taxes ‘
Income taxes beneﬁt (expense)
Net income (loss)« : : g PR
Net loss attributable to noncontrolhng interest in Rhapsody pr1or to deconsohdatlon
Net income: (loss) attributable to common shareholders -

Diluted net income (loss) per share availableé to comriion shareholders # # ™ =
Shares used to compute basic net income (loss) per share available to common shareholdexs
Shares used to compute diluted net income (loss) per share available to common shareholders
Comprehensive income (loss):
Net income (loss) ) .
Unreahzed gains (losses): o
. Unrealized investmentholding gams (losses), net of tax..... .
Foreign currency translatlon gains (losses)
Comprehensive income (loss) =~ . ol v A ol

(A) Components of net revenue:
License fees o

Service revenue

(B) Components of cost of revenue:
~ Lieense fees -
Service revenue

See accompanying notes to consolidated financial statements.
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Years Ended December 31,

2011 2010 2009
(In thousands, except per share data)
“* $335,686 © $401,733  $ 562,264 -
126637 144723 222,142
19,962 ... 0.... . 90
189,087 257 010 340 122
70,212 100,955 1_1_9 443
© 11,300 118,543 165,856
0 1,065 33,292
COR7I81 0 51217 0 0 79,164 ¢
0 0 175,583
8,650~ 12,361 ¢ .o 4,017
(646) 7,396 0
226,697 ...291,337  _ 577,360
(37,610)  (34,527)  (237,238)
1,552 2417 3,969
0 - (9). 688
(7,898) (14 164) (1,313)
R (5,020)-
0 .10929”, 0
L (473)s o 1,031 . . (79%).
(6,819) 204 (2,470)
o (A4429)  (34323)... (239,708)
17,329 36,451 (3,321)
© (27,100) 2,128 (243,029)
0 2,910 26,265
o $427,100y  § 5,038 §(216,764)
$ (0.79) $ 026 _$__ (6.55)
~$ 0790 $ 026, % . (6.55)
34,185 33,894 33,653
©%34,185 34,013 % 33,653
9,459 ¥ 676 6,667 -
(1,800) (1,605) 3,448
-+ $(19441)  § 8199 - $(232,914).
$ 69,644 $ 74,908  $ 100,996
266,042 326,825 461,268
$335,686 © $401,733 - § 562,264
T $ 17794 ¢ $ 21,45%  $ 35,850
108,843 123,272 186,292
$126,637. - $144,723  $222,142
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REALNETWORKS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows from operating activities: #* =+ * -
A Net income (loss)
' Adjustments to reconcﬂe net income (loss) to net cash ised:in eperating activities: -

Excess tax benefit from stock option exerc1ses
Accrued 1oss (gain) on excess office facilities
Equity in  net loss of Rhapsody and other‘ mvestments A . .
 Gain on deconsolidation of Rhapsody: ~ ~ - ST R
Impairment of goodwill
Other . N )
Changes in certain. assets and 11ab1ht1es net of acqulsmons and deconsolidation of Rhapsody
Trade accounts recelvable . . .
Prepaid expenses and other assets ‘
Accounts payable ... FURET
Accrued and other l1ab111t1es
Net cash used in operating:activities -
Cash flows from investing activities:
Purchases of equipment; software, and léasehold improvements -
Purchases of short-term investments
Proceeds from sales and maturities of stiort-term investments
. Change in restricted cash equivalents and investments, net
_ Proceeds froni sale of equity investments -
Purchases of equity investments
~ Sale of Exomi, net of cash received :
Payment in connectlon with the restructurmg of Rhapsody

‘Cash used in acqu1s1t1ons net of cash acqu;red N
.. Net.cash (used in) provided by investing activities.
Cash flows from financing activities:

Net proceeds from sales. of common stock under employee stock purchase plan and exercise of ‘

stock options .
Net proceeds from sales of 1nterest in Rhapsody L
- Bxcess tax‘benefit from stock option exercises. - & 5 . g
Common Stock cash dividend paid
" "Net cash provided by (used in) financing activities -
Effect of exchange rate changes on cash and cash equivalents
‘Net (decrease) increase in cash and cash equivalents. =~
Cash and cash equivalents, begmmng of year

Cash and cash equivalents, end of year ; .

Supplemental disclosure of cash flow 1nf0rmatlon:
Cisl réceived from income tax refunds- .
Cash paid for income taxes

2011 2010 2009
(In thousands)
$ (27 100) $ 2, 128
16 895 A 23,401
AL, 12,2030
(23 985) 622 .
0 e ;'0':;;; :
(62) (@) 502
(74) @8y . (15)
(646) 5,670 (3,982)
0 5ui - ibg - (688)
7,898 14,164 1,313
T0 0929y o 0
00 175583
U4 4 451 ¢ . 48
6,835 4,856 " 710,720
43169 (15425) 1,789
7 (14,601)° 1,202y 7 4;879)
(20,898)  (66,981) (8,855)
.. (708). - (31,122) . . (9,304
& «9,873). ., (12,904). . (16,807).
(96,841)  (116,831)  (143,273)
-+ 116,405 126,398 . .173,169
(179) 3,700 1,042
0 s e 0 51,014
0 0 (2,000)
0 .49 - S0
0 (18,000) 0
CEE o 5,869 oo s O
(2 888) (5,806) (3 324)
6,624 (17,525 -~ 9,821 .
T30 T 67 1,455
L 1,213~ 38,022
N I 15
(136 793) 0 0
(133,542) 3,939 .. _ 39492
(2,059) 3,696 4,053
(129,685)  (41,012) - 44,062
236,018 277,030 232,968
$106,333  $:236,018  $ 277030 ¢
$ 6284 § 4905 § 5,697

See accompanying notes to consolidated financial statements.
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Years Ended December 31,
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REALNETWORKS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY AND
NONCONTROLLING INTEREST
Redeemable Sale of
Noncontrollin; Noncontrollin Accumulated
®  _CommonSteck ;ional ¢ Other Retained Total
. . Comprehensive Earnings Shareholders’
Interest in Interest in
Rhapsody Paid-In Rhapsody
America Shares Amount Capital America Income (Loss) (Deficit) Equity
! (In thousands) . ; ) . » . .
Balances, December 31, 2008 - ' . 3 378 33,589 $ 34 $ 635424 $ 73810 $. (48,729)° '$°(40,552) F§ . 553,558"
Common stock issued for exercise of stock
options, employee stock purchase plan, and
vesting of restricted shares 0 171 1,167 1,167
Shares issued for director payments 0 4 48:
Stock-based compensahon ) 0 . 0 21,460 2
Unrealized gain'on mvestments, net of income ‘ ’ A
@x - -0 L0 0 6,667
Translation adJustment 0 0 0 3,448
Sale-of non-controlling interest in Rhapsody v 0 0. 4] 16,663.
Accretion of Rhapsody redemption value 10,436 0 (10 436)
Contributions and-othier transactions with ; L i ) o ;
owners : - 22,104 0 0 B TR G 0"
Net loss (26,265) 0 0 0 0 (216,764) g216,764)
Balances, December 31,2009 .~ - . O § 7253 33764 0§ 34 § 24,044 % § (38,614 " $(257.316) - § ...~ 375811
Common stock issued for exercise of stock
options, cmployee stock purchase plan, and
vesting of restricted shares 0 252 0 2,518 0 0 0.
Shares issued for director payments. 0 5 0. .49 0 0 RY
Stock-based compensation 0 0 0 12,203 0 . 0 0
Unrealized gain on investments, net of income ‘ ! ’
8% R4 0 & o0 L 676 =03
Translatlon adjustment 0 0 (1,605) 0
Terimination of MTVN redemption and : ‘ O Gow
preferred return rights in Rhapsody 0 10,436 : 0 ' 0 -0
Contributions and other transactions with
owners ‘ 616 0 0 0 619 0 0
Deconsolidation of Rhapsody : : 5477 = 0. 0 24,663 .. ~(24,663) T i 0
Net income (loss) (2,910) 0 0 0 0 0 5,038
Balances, December 31, 2010 ) § 5 a0 TE 34020 - 34 8 697,582 =% 0 S . : (32,543)  $(252278): §. 412,745
Common stock issued for exercise of stock
options, employee stock purchase plan, and
vesting of restricted shares 0 358 0 2 996 0 0 0 2,996
Shares issued for diréctor payments AT a3 0 % S 0 0 F 38
Common Stock cash dividend paid 0 0 0 (136 793) 0 0 0 (136 793)
Stock-baséd compensatlon - 0 0 0 11,747 0 04, R U 11,747 -
Unrealized gain on investments, net of income
tax 0 0 0 0 0 9,459 0 9,459
Translation adjustment e E e ' 0 0 0 0 0 8o, o -0 ‘ {1,800)
Net income (loss) 0 0 0 0 0 0 (27,100) (27,100)
Balances, Decémber 31,2011 8. . 0 .. 3442 § M . § 575515 0§, 0: $ (24889) $(79378)° § 271287

See accompanying notes to consolidated financial statements.
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REALNETWORKS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years ended December 31, 2011, 2010 and 2009

Note 1.  Description of Business and Summary of Significant Accounting Policies

Description of Business.  RealNetworks, Inc. and subsidiaries (RealNetworks or Company) is a leading global provider of network-
delivered digital media products and services that make it easy to manage, play and share digital media. The Company also develops and
markets software products and services that enable the creation, distribution and consumption of digital media, including audio and video.

Inherent in the Company’s business are various risks and uncertainties, including a limited history of certain of its product and service
offerings. The Company’s success will depend on the acceptance of the Company’s technology, products and services and the ability to
generate related revenue.

Basis of Presentation.  The consolidated financial statements include the accounts of the Company and its wholly-owned and majority-
owned subsidiaries. All intercompany balances and transactions have been eliminated in consolidation.

On July 27, 2011, the Company’s Board of Directors approved the payment of a special cash dividend of $1.00 per common share and a
one-for-four reverse stock split of the Company’s common stock. The special dividend was paid on August 23, 2011, to holders of record as of
the close of business on August 9, 2011. The aggregate amount of the special cash dividend was $136.8 million. The one-for-four reverse stock
split of the Company’s common stock was effective at the close of business on August 30, 2011. Four shares of issued and outstanding
common stock were automatically combined into one issued and outstanding share of common stock without any change in the par value per
share as part of the reverse stock split. All information related to common stock, stock options, restricted stock units and earnings per share
included in the accompanying consolidated financial statements has been retroactively adjusted to give effect to the special cash dividend and
the reverse stock split, except as otherwise noted.

In 2007, RealNetworks and MTV Networks, a division of Viacom International Inc. (MTVN), created Rhapsody America LLC
(Rhapsody) to jointly own and operate a business-to-consumer digital audio music service. RealNetworks held a 51% interest in Rhapsody and
Rhapsody’s financial position and operating results were consolidated into RealNetworks’ financial statemennts prior to March 31, 2010.
MTVN’s proportionate share of income (loss) was included in noncontrolling interest in Rhapsody in the consolidated statements of operations
and comprehensive income (loss). MTVN’s proportionate share of equity was included in noncontrolling interest in Rhapsody in the
consolidated balance sheets. On March 31, 2010, the Company and MTVN restructured Rhapsody, and RealNetworks held approximately 47%
of the outstanding shares of capital stock of Rhapsody after the restructuring and as of December 31, 2011 and December 31, 2010. Since
March 31, 2010, RealNetworks has not held a controlling interest in Rhapsody and therefore, the Company has treated its ownership interest in
Rhapsody as an equity method investment. Rhapsody’s financial position as of March 31, 2010 and its operating results beginning April 1,
2010 are no longer consolidated with RealNetworks’ consolidated financial statements.

The consolidated financial statements reflect all adjustments that, in the opinion of the Company’s management, are necessary for a fair
presentation of the results of operations for the periods presented. Operating results for the year ended December 31, 2011 are not necessarily
indicative of the results that may be expected for any subsequent quarters or for the year ending December 31, 2012.

Use of Estimates.  The preparation of financial statements in conformity with accounting principles generally accepted in the
U.S. requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities, disclosure of contingent
assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates. In addition, current economic conditions may require the use of additional estimates, and
certain estimates the Company currently makes are subject to a greater degree of uncertainty as a result of the current economic conditions.

Cash, Cash Equivalents, and Short-Term Investments. The Company considers all short-term investments with a remaining contractual
maturity at date of purchase of three months or less to be cash equivalents.

The Company has classified as available-for-sale all marketable debt and equity securities for which there is determinable fair market
value and there are no restrictions on the Company’s ability to sell. Available-for-sale securities are carried at fair value, based on quoted
market prices, with unrealized gains and losses reported as a separate component of shareholders’ equity, net of applicable income taxes. All
short-term investments have remaining contractual maturities of five years or less. Realized gains and losses and declines in value judged to be
other-than-temporary on available-for-sale securities are included in other income (expense), net. Realized and unrealized gains and losses on
available-for-sale securities are determined using the specific identification method.

Trade Accounts Receivable.  Trade accounts receivable are recorded at the invoiced amount and do not bear interest. The allowance for
doubtful accounts and sales returns is the Company’s best estimate of the amount of probable credit losses and returns in the Company’s
existing accounts receivable. The Company determines the allowances based on analysis of historical bad debts, customer concentrations,
customer credit-worthiness, return history and current economic trends. The Company reviews its
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REALNETWORKS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
allowances for doubtful accounts and sales returns quarterly. Past due balances over 90 days and specified other balances are reviewed
individually for collectability. All other balances are reviewed on an aggregate basis. Account balances are written off against the allowance

after all means of collection have been exhausted and the potential for recovery is considered remote. The Company does not have any off-
balance sheet credit exposure related to its customers.
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REALNETWORKS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Concentration of Credit Risk.  Financial instruments that potentially expose the Company to concentrations of credit risk consist
primarily of cash and cash equivalents, short-term investments, and accounts receivable. Short-term investments consist of U.S. government
and government agency securities and corporate notes and bonds. The Company derives a portion of its revenue from a large number of
individual consumers spread globally. The Company also derives revenue from several large customers. If the financial condition or results of
operations of any one of the large customers deteriorates substantially, the Company’s operating results could be adversely affected. To reduce
credit risk, management performs ongoing credit evaluations of the financial condition of significant customers. The Company does not
generally require collateral and maintains an allowance for estimated credit losses on customer accounts when considered necessary.

Depreciation and Amortization.  Depreciation and amortization of equipment, software, and leasehold improvements are computed
using the straight-line method over the lesser of the estimated useful lives of the assets or the lease term. Approximate useful life of equipment
and software is three to five years and for leasehold improvements is one to ten years.

Depreciation expense during the years ended December 31, 2011, 2010, and 2009 was $12.8 million, $18.7 million, and $22.7 million,
respectively.

In 2011 the Company retired approximately $45.0 million of fully-depreciated equipment and other fixed assets and recognized an
insignificant loss on the retirement.

Valuation of Equity Method Investments. The Company uses the equity method in circumstances where it has the ability to exert
significant influence, but not control, over an investee or joint venture. The Company initially records its investment based on a fair value
analysis of its investment. Prior to 2010, most of the Company’s equity method investments were purchased with cash which was determined
to be fair value. For the investment in Rhapsody as of March 31, 2010, the Company used multiple valuation models that were based on
assumptions of future results made by management, including operating and cash flow projections, to calculate the fair value since the
Company contributed both cash and non-cash items in exchange for its equity interest.

The Company records its percentage interest in the investee or joint venture’s income or loss under this method, which will increase or
decrease the value of the investment. The Company records investee losses up to the aggregate amount of the investment.

The Company evaluates impairment of an investment valued under the equity method only if events and circumstances warrant. An
impairment charge would be recorded whenever a decline in value of an equity investment below its carrying amount is determined to be other
than temporary. In determining if a decline is other than temporary, the Company considers factors such as the length of time and extent to
which the fair value of the investment has been less than the carrying amount of the investee or joint venture, the near-term and longer-term
operating and financial prospects of the investee or joint venture and the Company’s intent and ability to hold the investment for a period of
time sufficient to allow for any anticipated recovery.

Other Intangible Assets.  Other intangible assets consist primarily of the fair value of customer agreements and contracts, developed
technology, patents, trademarks and tradenames acquired in business combinations. Other intangible assets are amortized on a straight line
basis over one to seven years, which approximates their estimated useful lives.

Goodwill.  Goodwill is tested for impairment on an annual basis, in the Company’s fourth quarter, or whenever events or changes in
circumstances indicate that the fair value of the reporting unit to which goodwill relates is less than the carrying value. The Company considers
a synthesis of the following important factors that could trigger an impairment review including the following:

+ poor economic performance relative to historical or projected future operating results;
« significant negative industry, economic or company specific trends;

+ market and interest rate risk;

« changes in the manner of our use of the assets or the plans for our business; and

* loss of key personnel.

In addition, the Company performs a reconciliation of its market capitalization plus a reasonable control premium to the aggregated
implied fair value of all of its reporting units.

If the Company were to determine that the fair value of a reporting unit was less than its carrying value, including goodwill, based upon
the annual test or the existence of one or more of the above indicators of impairment, the Company would measure impairment based on a
comparison of the implied fair value of reporting unit goodwill with the carrying amount of goodwill. The implied fair value of goodwill is
determined by allocating the fair value of a reporting unit to its assets (recognized and unrecognized) and liabilities in a manner similar to a
purchase price allocation. The residual fair value after this allocation is the implied fair value of the goodwill of the reporting unit. To the
extent the carrying amount of reporting unit goodwill is greater than the implied fair value of reporting unit goodwill, the Company would
record an impairment charge for the difference. Judgment is required in determining the reporting units and assessing fair value of the reporting
units.

The impairment analysis of goodwill is based upon estimates and assumptions relating to future revenue, cash flows, operating expenses,
costs of capital and capital purchases. These estimates and assumptions are complex and subject to a significant degree of judgment with
respect to certain factors including, but not limited to, the cash flows of long-term operating plans, market and interest rate risk, and risk-
commensurate discount rates and cost of capital.
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REALNETWORKS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Long-Lived Assets. 'The Company reviews its long-lived assets for impairment whenever events or changes in circumstances indicate
that the carrying amount of an asset may not be recoverable. Recoverability of assets held and used is measured by a comparison of the
carrying amount of the assets to the estimated undiscounted future cash flows expected to be generated by the assets. If such assets are
considered to be impaired, the impairment to be recognized is measured by the amount by which the carrying amount of the assets exceeds
their fair value.

Fair Value of Financial Instruments. The Company applies fair value accounting for all financial assets and liabilities and non-
financial assets and liabilities that are recognized or disclosed at fair value in the financial statements on a recurring basis. The Company
defines fair value as the price that would be received from selling an asset or paid to transfer a liability in an orderly transaction between
market participants at the measurement date. When determining the fair value measurements for assets and liabilities, which are required to be
recorded at fair value, the Company considers the principal or most advantageous market in which the Company would transact and the
market-based risk measurements or assumptions that market participants would use in pricing the asset or liability, such as inherent risk,
transfer restrictions and credit risk.

Research and Development.  Costs incurred in research and development are expensed as incurred. Software development costs are
capitalized when a product’s technological feasibility has been established through the date the product is available for general release to
customers. Other than internal use software, the Company has not capitalized any software development costs, as technological feasibility is
generally not established until a working model is completed, at which time substantially all development is complete.

Restructuring and Other Charges.  During the years ended December 31, 2011, 2010 and 2009, the Company recorded restructuring
charges of $8.7 million, $12.4 million and $4.0 million, respectively. These charges were primarily a result of workforce reductions. Severance
charges accounted for a majority of the expense recorded.

Revenue Recognition.  The Company recognizes revenue when persuasive evidence of an arrangement exists, delivery has occurred, the
sales price is fixed or determinable, and collection is probable. Physical products are considered delivered to the customer once they have been
shipped and title and risk of loss have been transferred. For online sales, the products or services are considered delivered at the time the
products or services are made available, digitally, to the end user.

The Company recognizes revenue on a gross or net basis. In most arrangements, the Company contracts directly with end user customers,
is the primary obligor and carries all collectability risk. In such arrangements, the Company recognizes revenue on a gross basis. In some cases,
the Company utilizes third-party distributors to sell products or services directly to end user customers and carries no collectability risk. In such
instances, the Company recognizes revenue on a net basis.

In the Company’s direct to consumer business, the Company derives revenue through (1) subscriptions of SuperPass within the
Company’s Core Products segment and subscriptions sold by the Company’s Games segment, (2) sales of content downloads, software and
licenses offered by the Company’s Core Products, Emerging Products and Games segments and (3) the sale of advertising and the distribution
of third-party products on its websites and in its games. Prior to April 1, 2010, the Company’s direct to consumer business also included the
products and services offered by the Company’s Music segment, which were primarily sold by the Company’s Rhapsody joint venture and
included in the Company’s Music segment. Beginning on April 1, 2010, revenue from the Company’s Rhapsody joint venture is no longer
consolidated within the Company’s financial statements. The Company now reports its share of Rhapsody’s net income or losses as “Equity in
net loss of Rhapsody and other equity method investments.”

Consumer subscription products are paid in advance, typically for monthly, quarterly or annual duration. Subscription revenue is
recognized ratably over the related subscription time period. Revenue from sales of content downloads, software and licenses is recognized at
the time the product is made available, digitally, to the end user. Revenue generated from advertising on the Company’s websites and from
advertising and the distribution of third-party products included in its products is recognized as revenue at the time of delivery.

The Company also generates revenue through business-to-business channels by providing services within the Company’s Core Products
segment enabling mobile carriers to deliver audio and video content to their customers and by selling software licenses and products and
related support and other services. Revenue generated from services provided to mobile carriers that enable the delivery of audio and video
content to their customers is recognized as the services are provided. Setup fees to build these services are recognized ratably upon launch of
the service over the remaining expected term of the service.

Non-software revenue arrangements with multiple deliverables are divided into separate units and revenue is allocated using estimated
selling prices if the Company does not have vendor-specific objective evidence or third-party evidence of the selling prices of the deliverables.
A portion of the revenue related to the sale of software licenses and products and related support and other services is recorded as unearned due
to undelivered elements including, in some cases, post-delivery support and the right to receive unspecified upgrades or enhancements on a
when-and-if-available basis. Unearned revenue due to undelivered elements is recognized ratably on a straight-line basis over the related
products’ contract term.
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REALNETWORKS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Advertising Fxpenses. The Company expenses the cost of advertising and promoting its products as incurred. These costs are included
in sales and marketing expense and totaled $35.7 million in 2011, $29.5 million in 2010 and $42.5 million in 2009. The Company also incurred
$1.1 million and $33.3 million of advertising expenses with MTVN, a related party, in 2010 and 2009, respectively, with no amounts incurred
in 2011.

Foreign Currency. The functional currency of the Company’s foreign subsidiaries is the currency of the country in which the
subsidiary operates. Assets and liabilities of foreign operations are translated into U.S. dollars using rates of exchange in effect at the end of the
reporting period. The net gain or loss resulting from translation is shown as translation adjustment and included in accumulated other
comprehensive income in shareholders’ equity. Income and expense accounts are translated into U.S. dollars using average rates of exchange.
Gains and losses from foreign currency transactions are included in the consolidated statements of operations. There were no significant gains
or losses on foreign currency transactions in 2011, 2010, and 2009.

Derivative Financial Instruments. The Company conducts business internationally in several currencies. As such, it is exposed to
adverse movements in foreign currency exchange rates. A portion of these risks are managed through the use of financial derivatives, but
fluctuations in foreign exchange rates could impact the Company’s results of operations and financial position. The Company’s foreign
currency risk management program reduces, but does not entirely eliminate, the impact of currency exchange rate movements.

Generally, the Company’s practice is to manage foreign currency risk for the majority of material short-term intercompany balances
through the use of foreign currency forward contracts. These contracts require the Company to exchange currencies at rates agreed upon at the
contract’s inception. Because the impact of movements in currency exchange rates on forward contracts offsets the related impact on the short-
term intercompany balances, these financial instruments help alleviate the risk that might otherwise result from certain changes in currency
exchange rates. The Company does not designate its foreign exchange forward contracts related to short-term intercompany accounts as hedges
and, accordingly, the Company adjusts these instruments to fair value through results of operations. However, the Company may periodically
hedge a portion of its foreign exchange exposures associated with material firmly committed transactions and long-term investments.

All derivatives, whether designated in hedging relationships or not, are recorded on the balance sheet at fair value. If the derivative is
designated a hedge, then depending on the nature of the hedge, changes in fair value will either be recorded immediately in results of
operations, or be recognized in accumulated other comprehensive income until the hedged item is recognized in results of operations.

Accounting for Gains on Sale of Subsidiary Stock.  Effective January 1, 2009, the Company adopted Statement of Financial Accounting
Standards No. 160, Non-controlling Interests in Consolidated Financial Statements, an amendment to ARB No. 51 (SFAS 160) which was
primarily codified into FASB ASC 810 — Consolidation (ASC 810). Current guidance requires that the difference between the carrying
amount of the parent’s investment in a subsidiary and the underlying net book value of the subsidiary after the issuance of stock by the
subsidiary be recorded as an equity transaction. The Company elected to recognize any such gain in its consolidated statements of operations
prior to January 1, 2009 as was allowable under generally accepted accounting principles in place at that time if certain recognition criteria
were met. Due to the completion of the restructuring of Rhapsody on March 31, 2010, which resulted in the Company holding approximately
47% of the outstanding shares of capital stock of Rhapsody, this accounting policy will no longer apply with respect to its investment as the
Company no longer consolidates Rhapsody and no longer reports a noncontrolling interest.

Accounting for Taxes Collected from Customers. The Company collects various types of taxes from its customers, assessed by
governmental authorities, which are imposed on and concurrent with revenue-producing transactions. Such taxes are recorded on a net basis
and are not included in net revenue of the Company.

Income Taxes. The Company computes income taxes using the asset and liability method, under which deferred income taxes are
provided for temporary differences between financial reporting basis and tax basis of the Company’s assets and liabilities and operating loss
and tax credit carryforwards. A valuation allowance is established when necessary to reduce deferred tax assets to the amount expected to be
realized. Deferred tax assets and liabilities and operating loss and tax credit carryforwards are measured using enacted tax rates expected to
apply to taxable income in the years in which those temporary differences and operating loss and tax credit carryforwards are expected to be
recovered or settled.

The Company files numerous consolidated and separate income tax returns in the United States including federal, state and local, as well
as foreign jurisdictions. With few exceptions, the Company is no longer subject to United States federal income tax examinations for tax years
before 2008 or state, local, or foreign income tax examinations for years before 1993. RealNetworks, Inc. and/or subsidiaries are under audit by
various states and foreign jurisdictions for certain tax years subsequent to 1993.

Stock-Based Compensation.  Stock-based compensation cost is measured at the grant date based on the fair value of the award and is
recognized as expense over the requisite service period, which is the vesting period. The Company uses the Black-Scholes option-pricing
model or other appropriate valuation models to determine the fair-value of stock-based option awards. The Company recognizes compensation
cost related to options granted on a straight-line basis over the applicable vesting period. The valuation models require various highly
judgmental assumptions including volatility in the Company’s common stock price and expected option life. If any of the assumptions used in
the valuation models change significantly, stock-based compensation expense may differ
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materially in the future from the amounts recorded in the consolidated statements of operations. The Company is required to estimate
forfeitures at the time of grant and revise those estimates in subsequent periods if actual forfeitures differ from those estimates. The Company
uses historical data to estimate pre-vesting option forfeitures and record stock-based compensation expense only for those awards that are
expected to vest.

Noncontrolling Interest.  The Company records noncontrolling interest expense (benefit) which reflects the portion of the earnings
(losses) of majority-owned entities which are applicable to the noncontrolling interest holders in the consolidated statement of operations.
Redeemable noncontrolling interests that are redeemable at either fair value or are based on a formula that is intended to approximate fair value
follow the Company’s historical disclosure only policy for the redemption feature. Redeemable noncontrolling interests that are redeemable at
either a fixed price or are based on a formula that is not akin to fair value are reflected as an adjustment to income attributable to common
shareholders based on the difference between accretion as calculated using the terms of the redemption feature and the accretion entry for a
hypothetical fair value redemption feature with the remaining amount of accretion to redemption value recorded directly to equity. Net loss
attributable to the noncontrolling interest in Rhapsody is included within the consolidated statements of operations and comprehensive income
(loss). The Company applied this accounting policy to the noncontrolling interest in Rhapsody that was held by MTVN for periods beginning
when Rhapsody was formed in August 2007 through the quarter ended March 31, 2010. Due to the completion of the restructuring of
Rhapsody on March 31, 2010, which resulted in the Company holding approximately 47% of the outstanding shares of capital stock of
Rhapsody, this accounting policy will no longer apply with respect to the Company’s investment as the Company no longer consolidates
Rhapsody and no longer reports a noncontrolling interest.

Net Income Per Share.  Basic net income (loss) per share available to common shareholders is computed by dividing net income (loss)
attributable to common shareholders adjusted for the impact, in 2010 and 2009, of MTVN’s preferred return in Rhapsody by the weighted
average number of common shares outstanding during the period. Diluted net income (loss) per share available to common shareholders is
computed by dividing net income (loss) attributable to common shareholders adjusted for the impact, in 2010 and 2009, of MTVN’s preferred
return in Rhapsody by the weighted average number of common and dilutive potential common shares outstanding during the period. Basic and
diluted net income (loss) per share available to common shareholders are calculated as follows (in thousands):

Years Ended December 31,
2011 2010 2009
Net income (loss) available t6 coimimon shareholders: w ‘ B N B
Net income (loss) attributable to common shareholders - . $(27,100)  § 5,038 $(216 764)
Less termination (accretion) of MTVN’s preferred return in Rhapsody ? = 3700 0T (3,700
Net income (loss) available to common shareholders $(27,100) § 8,738 $(220,464)
Weighted average common shares, outstandmg used to compute bas1c net mcome (loss) e o Ll
per share available to common shareholders Cn b E e e o 34185 33894 ¢ 33,653
Dilutive potential common shares: ) A
Stock options and restricted stock - . S R e l ¥ 1 R i
Shares used to compute diluted net income (loss) per share available to common
shareholders 34,185 34,013 33,653
Basic net-income (loss) per share available to common shareholdérs " = © = -+ $. (0:79) - $ =0:26~ - :$ = (6.55)
Diluted net income (loss) per share available to common shareholders $ (079 $ 026 $  (6.55)

Approximately 4.3 million, 5.0 million, and 6.5 million shares of common stock potentially issuable from stock options during the years
ended December 31, 2011, 2010, and 2009, respectively, are excluded from the calculation of diluted net income (loss) per share because of
their antidilutive effect.

Accumulated Other Comprehensive Income (loss). The Company’s accumulated other comprehensive income (loss) as of
December 31, 2011 and 2010 consisted of unrealized gains (losses) on marketable securities and foreign currency translation gains (losses).
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The components of accumulated other comprehensive loss, net of applicable tax, are as follows (in thousands):

December 31,
o o o - 2011 2010
Unrealized gains on investments, net of taxes - - ... TR T T $27318 *$17,859
Foreign currency translation adjustments (52,202) o (50,ﬂ402)
Accumulated other comprehensive income (Ioss)  © R o $(24,884) - $(32,543)

Reclassifications.  Certain reclassifications have been made to the 2010 and 2009 consolidated financial statements to conform to the
2011 presentation.

Recently Issued Accounting Standards.  With the exception of those discussed below, there have been no recent accounting
pronouncements or changes in accounting pronouncements during the year ended December 31, 2011, as compared to the recent accounting
pronouncements described in the Company’s Annual Report on Form 10-X for the year ended December 31, 2010, that are of significance, or
potential significance to the Company.

In September 2009, the FASB ratified Accounting Standards Update (ASU) 2009-13 (ASU 2009-13) (previously Emerging Issues Task
Force (EITF) Issue No. 08-1, Revenue Arrangements with Multiple Deliverables (EITF 08-1)). ASU 2009-13 supersedes EITF 00-21 and
addresses criteria for separating the consideration in multiple-element arrangements. ASU 2009-13 requires companies to allocate the overall
consideration to each deliverable by using a best estimate of the selling price of individual deliverables in the arrangement in the absence of
vendor-specific objective evidence or other third-party evidence of the selling price.

In September 2009, the FASB ratified ASU 2009-14 (ASU 2009-14) (previously EITF No. 09-3, Certain Revenue Arrangements That
Include Software Elements) . ASU 2009-14 modifies the scope of Software Revenue Recognition to exclude (&) non-software components of
tangible products and (b) software components of tangible products that are sold, licensed, or leased with tangible products when the software
components and non-software components of the tangible product function together to deliver the tangible product’s essential functionality.

The Company elected to adopt ASU 2009-13 and ASU 2009-14 at the beginning of the first quarter of 2011 on a prospective basis. The
Company did not have a significant change in units of accounting, allocation methodology, or timing of revenue recognition. As a result, the
adoption of these accounting standards did not have a material impact on the Company’s consolidated financial statements.

In September 2011, the FASB issued ASU 2011-08, Infangibles — Goodwill and Other (Topic 350): Testing Goodwill for Impairment ,
which permits an entity to first assess qualitative factors to determine whether it is more likely than not that the fair value of a reporting unit is
less than its carrying amount as a basis for determining whether it is necessary to perform the two-step goodwill impairment test. ASU 2011-08
will be effective for fiscal years beginning after December 15, 2011. The Company does not expect the adoption of ASU 2011-08 to have a
material effect on its consolidated financial statements.

Note 2.  Stock-Based Compensation

Stock-based compensation cost is measured at the grant date based on the fair value of the award and is recognized as expense over the
requisite service period, which is the vesting period. The Company has granted time-vest and performance-vest stock options and time-vest and
performance-vest restricted stock. See Note 13 Shareholders’ Equity for additional details on stock awards.

The Company uses the Black-Scholes option-pricing model or other appropriate valuation models to determine the fair-value of stock-
based option awards. The Company recognizes compensation cost related to options granted on a straight-line basis over the applicable vesting
period.

The expected term of the options represents the estimated period of time until exercise and is based on historical experience of similar
awards, including the contractual terms, vesting schedules, and expectations of future employee behavior. Expected stock price volatility is
based on historical volatility of the Company’s stock for the related expected term. The risk-free interest rate is based on the implied yield
available on U.S. Treasury zero-coupon issues with a term equivalent to the expected term of the stock options. Notwithstanding the special
cash dividend of $1.00 per share paid on the Company’s common stock during the quarter ended September 30, 2011, the dividend yield is
estimated at zero because the Company does not currently anticipate paying dividends in the foreseeable future.
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The fair value of options granted determined using the Black-Scholes model used the following weighted average assumptions:

Years Ended December 31,
o 2011 2010 2009
Expected dividend yield A ‘ ToTE 0% L 0% 0%
Risk-free interest rate . » B ) o 131% 1.56% 1.78%
Bxpected term (years) - = o o owowis oo o omoa e | L. 40 T 400 T 42T
Volatility 54% 62% 63%
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Stock-based compensation expense recognized in the Company’s consolidated statements of operations is as follows (in thousands):

Years Ended December 31,
L | | . oML a0 300
Cost of service revenue | | 7T U Tewioie e e oo DU §U8660 $ L1895 § 1,653
Research and development N ol 3215 8327
Sales and marketing . -~ 7 o O T %:1.74 3788 . 4,830
General and administrative S - ) o 4,376 4,011 - 6,650
Restructuring and other charges . &=s .t oo Lo T 8360 o
Total stock-based compensation expense $11,747 $12,203 $21,460

No stock-based compensation was capitalized as part of the cost of an asset as of December 31, 2011, 2010, or 2009. As of December 31,
2011, the Company had $11.4 million of total unrecognized compensation cost, net of estimated forfeitures, related to stock options and
restricted stock. The unrecognized compensation cost is expected to be recognized over a weighted-average period of approximately three
years.

For further information related to the Company’s equity compensation plans see Note 13, Shareholders’ Equity.

Note 3.  Rhapsody Joint Venture
Restructuring of Rhapsody

As described in Note 1, Description of Business and Summary of Significant Accounting Policies, the Company initially formed in 2007
a joint venture with MTVN to own and operate a business-to-consumer digital audio music service known as Rhapsody. Prior to March 31,
2010, the Company owned 51% of the outstanding equity interests of Rhapsody and MTVN owned the remaining 49%. On March 31, 2010,
restructuring transactions involving Rhapsody were completed, and Rhapsody was converted from a limited liability company to a corporation.
Following the completion of the restructuring transactions, RealNetworks owned approximately 47%, MTVN owned 47%, and two minority
stockholders held slightly more than 5% of the outstanding shares of capital stock of Rhapsody.

As part of the March 31, 2010 restructuring, RealNetworks contributed $18.0 million in cash, the Rhapsody brand and certain other
assets, including content licenses, in exchange for shares of convertible preferred stock of Rhapsody, carrying a $10.0 million preference upon
certain liquidation events. RealNetworks also repurchased the international radio business that was previously contributed to Rhapsody by
RealNetworks. MTVN contributed a $33.0 million advertising commitment in exchange for shares of common stock of Rhapsody, and
MTVN’s previous obligation to provide advertising of approximately $111 million as of December 31, 2009 was cancelled. In addition, the put
and call rights held by RealNetworks and MTVN and MTVN’s rights to receive a preferred return in connection with the exercise of MTVN’s
put right were terminated. RealNetworks is also providing certain operational transition services to Rhapsody. These transition services are
expected to be completed in the first half of 2012. Rhapsody is governed by a board of directors with two directors appointed by each of the
Company and MTVN and one independent director appointed by mutual agreement of the Company and MTVN.

Effective March 31, 2010, RealNetworks no longer has a controlling interest in Rhapsody and therefore, the operating results of
Rhapsody are accounted for under the equity method of accounting for investments, and the Company’s proportionate share of the income or
loss is recognized as a component of “Other income (expense), net” in the Company’s consolidated statements of operations in periods
subsequent to March 31, 2010. As a result of the deconsolidation of Rhapsody’s operations from the Company’s financial statements, the
Company will no longer record any operating results for its Music segment for periods subsequent to March 31, 2010. The removal of these
assets and liabilities and the creation of the initial equity method investment resulted in a one-time net gain of $10.9 million recorded in “Other
income (expense), net” in the Company’s consolidated statement of operations, at which time the Company determined the fair value of its
retained equity interest of approximately 47% to be approximately $29.7 million as of March 31, 2010. The Company recorded its share of
losses in the operations of Rhapsody of $7.9 million for the year ended December 31, 2011 and $14.2 million for the nine month period from
April 1, 2010 to December 31, 2010. These losses reduced the original carrying value of the equity investment accordingly to approximately
$7.6 million as of December 31, 2011.

As mentioned above, MTVN’s preferred return rights were terminated in 2010 in connection with the restructuring of Rhapsody. Prior to
the restructuring, if the appraised value of Rhapsody at a redemption date was less than $436.3 million, then the exercise price of the put right
would have included a preferred return to MTVN. The Company previously elected to accrete any excess of the redemption value over the
carrying amount of the noncontrolling interest as an adjustment to income attributable to common shareholders, and adjusted earnings per share
for the current quarter’s accretion of the difference between accretion as calculated using the terms of the redemption feature and the accretion
entry for a hypothetical fair value redemption feature. Due to the termination of MTVN’s preferred return rights at the completion of the
restructuring, the Company decreased the noncontrolling
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interest that was on its consolidated balance sheet on March 31, 2010 prior to the transaction described above by $10.4 million as part of the
deconsolidation transactions, of which $3.7 million was an adjustment to income attributable to common shareholders for the purposes of

calculating earnings per share for the year ended December 31, 2010.

Summarized financial information for Rhapsody, which represents 100% of their financial information, for the period accounted for

under the equity method is as follows (in thousands);

Statements of Operations Data:

Net revenue
Gross profit
Net loss

Balance Sheet Dafa: © =~
Current assets

Non-current assets” =~
Current liabilities
Non-current habilities =~

Note 4.  Fair Value Measurements

Twelve Months Ended December 31,

Nine Months Ended December 31,

2010

12784 8

39037 e
(13,580)
As of December
31,
2011
s 38128
2 Wi V)
35,259
' 691

" 91,279
25,702
(31.007)

As of December
31,
i 2010

$ 36391
16,748
32,117

7,494

The Company measures certain financial assets at fair value on a recurring basis, including cash equivalents, short-term investments, and
equity investments. The fair value of these financial assets was determined based on three levels of inputs:

« Level 1: Observable inputs such as quoted prices in active markets for identical assets or liabilities

+ Level 2: Inputs other than quoted prices that are observable for the asset or liability, either directly or indirectly; these include quoted
prices for similar assets or liabilities in active markets and quoted prices for identical or similar assets or liabilities in markets that are

not active

+ Level 3: Unobservable inputs that reflect the Company’s own assumptions
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Items Measured at Fair Value on a Recurring Basis

The following table presents information about the Company’s financial assets that have been measured at fair value (in thousands) on a
recurring basis as of December 31, 2011 and 2010 and indicates the fair value hierarchy of the valuation inputs utilized to determine such fair
value.

Fair Value Measurements as of

December 31, 2011
Total Level 1 Level 2 Level 3
. , L (In thousands)

Cash equivalents R i £ R - D o i
. Money market fands , o N $ 6,544 $ 6544 08— % —

. Corporate notes and bonds~ = T v 20,697 .. .20 697 . = e e

Short-term investments . - o ’

Corporate notes and bonds " % < SR e owess i 39254 07 392547 T =2

u.s. government agency sccur1t1es ... 39485 39485 —

Restiicted cash ~ * E R S 10,168 . . 10,168 —
Equity investments B o ‘ o ‘
_ Publicly traded investmients S L 37,204 37.204 e

Total $153,352 $153 352 § — $ —

Fair Value Measurements as of
December 31,2010
Total Level 1 Level 2 Level 3
L (In thousands)

Cash equivalents © .. .0 "0 S S : e
Money market funds ‘ $ 44,348  § 44 348 A_$ —_ 5 —
Corporate notes and bonds =~ - e i 120,984 120,984 .0 — 0T —
U.S. government agency securltles ‘ . S 3 , 700 3,700 — =

Short-ferm investments’ = ¢ = Pt Do T L
‘Corporate notes and bonds , , . ' S “_76 157 - 76,157 - —
U.S. government agency securities = - C e C. 022,146 L 22,1467 = -

Restricted cash S S B 10,000 10,000 — S —

Equity investments: o Cooe A PO T e
Publicly traded mvestments 27,541 27,541 — —

Total . - S .o 783048760 $304.876 ¢ §— | $ie—

Tnvestments in marketable securities classified as short-term investments and equity investments of public companies are measured at fair
value using quoted market prices and are classified within Level 1 of the valuation hierarchy. The Company carries its equity investments in
private companies at cost and no fair value is derived on a recurring basis.

Items Measured at Fair Value on a Nonrecurring Basis

Certain assets and liabilities of the Company are measured at estimated fair value on a non-recurring basis. These assets and liabilities are
subject to fair value adjustments only in certain circumstances (for example, when there is evidence of impairment). The Company performed a
valuation using Level 3 inputs of its investment in the Rhapsody joint venture as of March 31, 2010. The Company performed the analysis as a
result of the restructuring and related deconsolidation of Rhapsody, which is further described in Note 3, Rhapsody Joint Venture. The fair
value analysis used multiple valuation models and was based on assumptions of future results made by management, including operating and
cash flow projections.

The Company also performed a valuation of its goodwill as of June 30, 2009 using Level 3 inputs and recorded goodwill impairment
charges of $175.6 million during the quarter ended June 30, 2009. See Note 10, Goodwill, for additional information.

See Note 7, Deferred Costs, for a description of the $20.0 million impairment charge for deferred project costs in the quarter ended
December 31, 2011.
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Note5.  Cash and Cash Equivalents, Short-Term Investments, and Restricted Cash Equivalents and Investments

Cash and cash equivalents, short-term investments, and restricted cash equivalents and investments as of December 31, 2011 consist of
the following (in thousands):

Amortized Estimated
Cost Faxr Value
Cash and cash equivalents: * . T - T D N
Cash ) $ 79 092 $ 79 092
"’ Money market mutua} funds - T A S 6,544 6,544
Corporate notes and bonds 20,697 20,697
Total cash and cash equivalents S S e e T 106,333 106,333
Short-term investments: o _ B B S , ] o
Corporate notes and bonds” : ' E oo . 739309 39,254
U.S. Government agency seountles 39,413 39,485
Total short-term investmiesits ~ * "~ SRR N T : ST 822 L 18,739
Total cash, cash equivalents, and short-term 1nvcstments $185,055 $185,072
Restricted cash equivalents and investments -~ . . 007 O $ 10,168 - = § 10,468

Cash and cash equivalents, short-term investments, and restricted cash equivalents and investments as of December 31, 2010 consist of
the following (in thousands):

Amortized Estimated

o o ) Cost . Fair Value
Cash and cash equivalents: = ; "%+ 7 5w ewas T O S
Cash . ‘ o  $ 66,986 $ 66,986
Money market mutual funds - ¢ v o F o . T 44348 U 44:348

~ Corporate notes and bonds . S S 120,984 120,984

" U.S. Government agency securities = © S et i 3,700 773,700
Total cash and cash equivalents 236 018 236 018
Short-term investments: - . © P AL S e wone e o o
Corporate notes and bonds _ o 75 962 76,157

-+ U.S. Government agency securities - SRS R 22,126% | 22,146
Total short-term investments 98,088 98,303
Total cash, cash equivalents, and short-term investments ~ * - R e e 2 $334,106 -$334,321
Restricted cash equivalents and investments $ 10,000 $ 10,000

At December 31, 2011 and 2010, restricted cash equivalents and investments represent cash equivalents and short-term investments
pledged as collateral against a letter of credit in connection with lease agreements.

Realized gains or losses on sales of available-for-sale securities for 2011, 2010, and 2009 were not significant.

Gross unrealized gains and gross unrealized losses on short-term investment securities at both December 31, 2011 and 2010 were not
significant.

The contractual maturities of short-term investments at December 31, 2011 are as follows (in thousands):

Estimated
Amortized
Fair
..... L o ‘ . . . —Cost _ ~_Value
Withinoneyear [ * | "7 UTIn 0 E e e I Coe. . 837389 $37,400
Between one year and ﬁve years o ‘ ) o 41,333 » 41339
- Total short-term investments o e e e B - $:78,722. . $78,739..
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Note 6.  Allowance for Doubtful Accounts Receivable and Sales Returns
Activity in the allowance for doubtful accounts receivable is as follows (in thousands):

Years Ended December 31,
o 4 , - 2011 2010 2009

Balance; beginning ofiyear ... ., . . . L ToomEL 81,529 o F $2,912 0 $3;532
Additions charged to expenses ‘ . A ‘ - 693 114 1,523
Amotints written off * R T A R C742). .. (1,364). . (2,117).
Effects of foreign currency transla’uon (35) (133) _(23)
Balanice; end of year +. .. .« . . «e . 0o g1 445 v $1,529 0§ 2,912
Activity in the allowance for sales returns is as follows (in thousands):

Years Ended December 31,

““““ , I . 2011 T 2010 2009

Balance, beginning of year ©. , . N o e 81039 - 5§ 1,002 0§ 1,099
Additions charged to revenue A . 939 3,175 2,840
Amiounts written off - C e PN e @, 311) “““ (3;14.9)i T 2,927)

Effects of foreign currency translauon :
Balance, end of year . '

$4.q~;;668 341, 039 - $ 1,012

One customer accounted for 17% of trade accounts receivable as of December 31, 2011. One customer accounted for 15% of trade
accounts receivable as of December 31, 2010.

No one customer accounted for more than 10% of total revenue during the years ended December 31, 2011, 2010 and 2009.

Note 7.  Deferred Costs
Deferred costs, consisting of costs being amortized over the respective contract lives, are as follows (in thousands):

December 31,
Deferred costs T TP S ST oy o aw . $2.267 . $27,574
Less current portion 1,424 9,173

0§ 843 - $%i8,40;1} :

Deferred costs, non-current portion

The Company defers certain costs on projects for service revenues and system sales. Deferred costs consist primarily of direct and
incremental costs to customize and install systems, as defined in individual customer contracts, including costs to acquire hardware and
software from third parties and payroll and related costs for employees and other third parties. Deferred costs are capitalized during the
implementation period.

The Company recognizes such costs as a component of cost of revenue, the timing of which is dependent upon the revenue recognition
policy by contract. For revenue recognized under the completed contract method, costs are deferred until the products are delivered, or upon
completion of services or, where applicable, customer acceptance. For revenue recognized under the percentage of completion method, costs
are recognized as products are delivered or services are provided. For revenue recognized ratably over the term of the contract, costs are also
recognized ratably over the term of the contract, commencing on the date of revenue recognition. At each balance sheet date, the Company
reviews its deferred costs to ensure they are ultimately recoverable. Any anticipated losses on uncompleted contracts are recognized when
evidence indicates the estimated total cost of a contract exceeds its estimated total revenue or if actual deferred costs exceed contractual
revenue. As of December 31, 2011, the Company determined that the total estimated costs associated with certain projects exceeded the total
estimated revenues expected to be recognized on those projects. As a result, the Company impaired approximately $16.7 million in deferred
project costs and an additional $3.3 million of equipment and software assets that related solely to these projects.

The $20.0 million charge was included in impairment of deferred project costs in the accompanying consolidated statements of operations
and comprehensive income for the year ended December 31, 2011. No such charges existed in 2010 or 2009. Assessing the recoverability of
deferred costs is based on significant assumptions and estimates, including future revenue and cost of sales. Significant or sustained decreases
in revenue or increases in cost of sales in future periods could result in additional impairments of deferred project costs and prepaid royalty
advances. The Company cannot accurately predict the amount and timing of such impairments. Should the value of deferred project costs or
prepaid royalty advances become impaired, the Company would record the appropriate charge, which could have a material adverse effect on
its financial condition or results of operations.

Note 8.  Available for Sale Securities

The Company has certain available for sale securities in which the Company holds less than a 20 percent voting interest. Publicly traded
investments are accounted for as available-for-sale and carried at market value. Changes in the market value of the investments are recognized
as unrealized gains (losses), net of income tax, and are recorded in the accompanying consolidated balance sheets as a component of
accumulated other comprehensive income. Private company investments are recorded at cost.
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Summary of available for sale securities is as follows (in thousands):
2011 2010
Carrying Carrying
Cost Value Cost Value

AAAAA $10,765 - $37,204 - $10,765  $27,541

As of December 31, 2011 and 2010, the carrying Value of equity investments in pubhcly traded companies consists primarily of J-Stream
Inc., a Japanese media services company, and LoEn Entertainment, a Korean digital music distribution company. The market values of the
shares of J-Stream and LoEn Entertainment at December 31, 2011 were $4.5 million and $32.7 million, respectively. Although the carrying
value of the available for sale securities exceeds the cost basis at December 31, 2011, there can be no assurance that any gain can be realized
through the disposition of these shares.

Avallable for sale- secur1t1es

Note 9.  Other Intangible Assets
Other intangible assets consist of the following (in thousands):

Accumulated
Gross
) Amount Amortization Net

Customer relationships ~ =~ =% 7 rEET 0 Cow e e $29,478. . . $ 24,757 $4,721
Developedtechnology o 28793 26483 2,310
Patents, trademarks and tradenarnes : . sw e e e 52167 " ,5,182 T 34
Service contracts 6,144 6,040 104

Total other intangible assets, December 31, 2011 D $69,631° °  $ 62,462 - $7,169 ¢

Total other intangible assets, December 31, 2010 $66,831 $ 59,879 $6,952

The increase in other intangible assets in 2011 related to the acquisition of two small businesses in 2011.

Amortization expense related to other intangible assets during the years ended December 31, 2011, 2010, and 2009 was $4.1 million,
$4.7 million, and $8.8 million, respectively.

As of December 31, 2011 estimated future amortization of other intangible assets is as follows (in thousands):

2012 - - - O T U Lo E . $3,983
2013 T 2,460
2015 o SR e e 323
2016 - . e L N Lo R : R RTES RS {;
Thereafter —
CTotal  Caw v e e T o U -$7,169 -

The Company reviews long-lived assets for impairment whenever events or changes in circumstances indicate the carrying amount of
such assets may not be recoverable. If the carrying amount of an asset is not recoverable, an impairment loss is recognized based on the excess
of the carrying amount of the long-lived asset over its respective fair value, which is generally determined as the present value of estimated
future cash flows. The impairment analysis is based on significant assumptions of future results made by management, including operating and
cash flow projections. No impairments of other intangible assets were recognized in 2011, 2010 or 2009.

58



Table of Countents

REALNETWORKS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

The impairment analysis for long-lived assets is based on significant assumptions of future results made by management, including
revenue and cash flow projections. Significant or sustained declines in future revenue or cash flows, or adverse changes in the Company’s
business climate, among other factors, could result in the need to perform an impairment analysis in future interim periods. The Company
cannot accurately predict the amount and timing of any impairment of long-lived assets. Should the value of its long-lived assets become
impaired, it would record the appropriate charge, which could have an adverse effect on its financial condition and results of operations.

Note 10. Goodwill

Changes in goodwill are as follows (in thousands):
A —

Balance, beginning of year .~ - wEieow o IR B A I
Goodwill - A $ 315613 § 310, 53

" Accumulated impairment losses * ¢ ¢ © ¢ ce el T L. (810653) . (310,653)
4, 960 —
Changes in Goodwill .- T ‘ : : el
Increases due to culrent year achISltIOHS ] o o 1, 385 - 4,638
Effects of foreign currency translation” "~ 77 R : Ce Q4n- " L 322
. . . 1,238 4,960
Balance, end of year . - ... s L . A T S e : R o
~ Goodwill o , » 316,851 315613
- Accumulated impairment losses , S w0 ee o (310,653) . (310,653)

$ 6,198 $ 4,960

Goodwill is assigned to the Company’s segments as follows (in thousands):

December 31,

_____ 20112010
Core produéts . R : S e ) 769 T —
Emerging products . _ o o 580 —
Games : - TR RN I A L A849 V4,960

Total goodwill $6,198 $4,960

In 2011 the Company acquired two small businesses, recording goodwill at the acquisition dates totaling $1.4 million, and in 2010, the
Company acquired Backstage for approximately $6.0 million and recorded associated goodwill of $4.6 million.

During the quarter ended June 30, 2009, the Company determined that the implied fair value of goodwill was zero for each of its
reporting units. As a result, the Company impaired $175.6 million, the remaining amount of its goodwill, during the quarter ended June 30,
2009. No impairments of goodwill were recorded in 2011 or 2010.

Note 11. Accrued and Other Liabilities

Accrued and other liabilities consist of (in thousands):

December 31,
o S 2011 2010

Royalties and costs of sales and fulfillment-+* = - ¢ S e aae $26,651 " $30,190
Employee compensation, commissions and beneﬁts o S _ 12,698 19,353
Sales, VAT and other taxes payable = = # & ¥ 7 s b R S S " 11,389, . 713,104
Deferred tax hablhtles—current o o ' N 232 12,162
Other . . e I IR e LoLE 8224 77 -10,893 ¢

Total $59,194 $85,702
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Note 12. Loss on Excess Office Facilities

The Company completed a business and operational reorganization which led to the reduction of its use of office space in its corporate
headquarters in Seattle, Washington and one of its offices in Europe. As a result, the Company recorded losses of $7.4 million during the year
ended December 31, 2010. These losses represented approximately $5.5 million of rent and contractual operating expenses over the remaining
life of the lease, and approximately $1.6 million for the write-down of leasehold improvements to their estimated fair value. The Company
regularly evaluates the market for office space. The total accrued loss of $2.7 million and $4.5 million for estimated future losses on excess
office facilities at December 31, 2011 and 2010, respectively, is shown net of expected future sublease income of $0.6 million and $0.1 million,
respectively. The Company regularly evaluates the market for office space in the cities where it has operations.

Changes to the accrued losses on excess office facilities are as follows (in thousands):
December 31,

A A ‘ . ) A 2011 2010
Acctued loss, beginning of year’ ' # o i T SV $4524 . §3,228,
Additional accrued loss on excess office facilities resulting from 2010 restructuring I — 7,396
Less write-down of leasehold improvements - - o T T e T (1552)
Less amounts paid, net of sublease income , , L @IBn (4,548)
Sublease income estimate. revision co S S e (646) .
Accrued loss on excess office facilities, end of year S 02,747 4,524
Less current portion o o ST (396). T _(1,144)
Accrued loss on excess office facilities, non-current portion $ 2,151 $ 3,380

Note 13. Shareholders’ Equity

Preferred Stock.  Bach share of Series A preferred stock entitles the holder to one thousand votes and dividends equal to one thousand
times the aggregate per share amount of dividends declared on the common stock. There are no shares of Series A preferred stock outstanding.

Undesignated preferred stock will have rights and preferences that are determinable by the Board of Directors when determination of a
new series of preferred stock has been established.

Shareholder Rights Plan.  On December 2, 2008, the Company and Mellon Investor Services LLC entered into an Amended and
Restated Shareholder Rights Plan (Amended and Restated Rights Plan) which amended and restated the existing Shareholder Rights Plan dated
December 4, 1998, as amended (Existing Rights Plan). In connection with the Existing Rights Plan, on October 16, 1998, the Company’s board
of directors declared a dividend of a right to purchase one one-thousandth of a share of the Company’s Series A preferred stock (Right) for
each outstanding share of the Company’s common stock on December 14, 1998 (Record Date). Each share of common stock issued after the
Record Date will be issued with an attached Right. The Rights will not immediately be exercisable and detachable from the common stock. The
Rights will become exercisable and detachable only following the earlier of the acquisition of the Company by a person or a group of
15 percent or more of the outstanding common stock or ten days following the announcement of a tender or exchange offer for 15 percent or
more of the outstanding common stock (Distribution Date). Notwithstanding the foregoing, Robert Glaser, the Company’s Chairman of the
Board of Directors, is excluded as a person who can trigger the Distribution Date so long as he does not increase his beneficial ownership of
shares of the Company’s common stock above the number of shares he holds as of the date of the Amended and Restated Rights Plan, except
for shares of the Company’s common stock he acquires from the exercise of stock options or from stock awards granted to him in connection
with his employment with the Company. After the Distribution Date, each Right will entitle the holder to purchase for $120.00 (Exercise Price)
one one-thousandth (1/1000th) of a share of the Company’s Series A preferred stock with economic terms similar to that of one share of the
Company’s common stock. Upon a person or a group acquiring 15 percent or more of the outstanding common stock, each Right will allow the
holder (other than the acquirer) to purchase common stock or securities of the Company having a then current market value of two times the
Exercise Price of the Right. In the event that following the acquisition of 15 percent of the common stock by an acquirer, the Company is
acquired in a merger or other business combination or 50 percent or more of the Company’s assets or earning power are sold, each Right will
entitle the holder to purchase for the Exercise Price, common stock or securities of the acquirer having a then current market value of two times
the Exercise Price. In certain circumstances, the Rights may be redeemed by the Company at a redemption price of $0.001 per Right. If not
earlier exchanged or redeemed, the Rights will expire on December 2, 2018.

Equity Compensation Plans. The Company has equity-based awards outstanding under five equity compensation plans (Plans) to
compensate employees and Directors for past and future services. Generally, options vest based on continuous employment, over a two, four or
five-year period. The options expire in either seven, ten, or twenty years from the date of grant and are exercisable at the fair market value of
the common stock at the grant date.
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Restricted Stock Units and Awards.  In 2011, 2010, and 2009, the Company granted restricted stock units and awards representing
520,199, 71,246, and 12,534 shares of common stock respectively, pursuant to the Company’s 2005 Stock Incentive Plan (2005 Plan). In 2011,
2010 and 2009 restrlcted stock units and awards that vested totaled 94,361, 44,763 and 52,495, respectively. Non-vested restricted stock units
and awards outstanding at the end of the December 31, 2011, 2010 and 2009 totaled 462,922, 86,511 and 117,857. Each restricted stock unit
granted or cancelled either reduces or increases the sha1 es avallable for grant under the 2005 Plan by a spemﬂed factor set forth in the 2005
Plan. This factor by which restricted stock units affect the shares available for grant was changed from 1.6 shares to 2.2 shares as of June 25,
2007 and was subsequently changed back to 1.6 shares, effective December 17, 2009,

A summary of stock options and restricted stock units activity is set forth in the table below. Prior to August 2011, amounts set forth in
the table below reflect actual transactions that occurred as of the dates set forth and as a result are appropriately not adJusted for the special
cash dividend paid in August 2011.

Shares Options Qutstanding
Available ‘Weighted
Number Average Fair
for Grant of Shares Weighted
Average Value
o o in (000°s) in (000’s) Exercise Price Grants
Balances, December 31, 2008 R e ©1,928 9,884 $ - 2964 .. i
Options granted at common stock price ) (812 - 812 oo 12oo o 6 00
Stock awards and restricted stock unifs granted =~ ¢ [ ¥ e 27)= = N wa. . 1108
Stock awards and restricted stock units cancelled A 5 ) )
Options cancelled as part of Stock option exchange(1) -~ - - g 1,275 C(4,735) . 3160
Options granted as part of stock optlon exchange(l) _ o = 2 016 14.52
Options exercised - A S T T ©)- 596 -
Options cancelled 1,443 (1 443) 30.04
Balances, Deeember 31,2009 . .o R CUET 3863 6,525 ¢ 2444 -
Options granted at common stock price L (1,752) 1,752 15.56 7.48
Stock awards and restricted stock units granted . G T ¢ 5 ) F N I B - 1268
Stock awards and restucted stock units cancelled 112 o
Options exercised A - e I — (133) ... -11.80
Options cancelled 2,585 (2 585) 21.36
Balances, December 31, 2050+ %~ : coedee oL 4694 25559 19.68 7k
Options granted at common stock price . (2 250) 2,250 - 954 508
Stock awards atid restricted stock units granted - - EE T s 83D . L. DU T O
Stock awards and restricted stock units cancelled o o 119
Increase in shares available to-grant from special cash dividend(2) = .. . 1,843 7% = S
Options exercised o — @) . ws7
Options cancelled. © 000 0L R T s s 1934 (1,234 - - 472 . L
Balances, December 31, 2011 4,809 6,365 14.24

(1) The Company’s stock option exchange program and the amended and restated 2005 Stock Incentive Plan used a specific calculation to
determine the number of shares available for grant immediately after the exchange. Based on this calculation, the number of shares
available as of December 17, 2009 was 4.0 million shares. This resulted in an increase of the previously outstanding number available for
grant by approximately 1.3 million shares.

(2) In connection with the Company’s special cash dividend of $1.00 per share of common stock paid in August 2011, and pursuant to the
terms of the 2005 Plan, adjustments were made to the aggregate number of shares authorized for issuance under the 2005 Plan to reflect
the special dividend. As a result of these adjustments, the previously outstanding number of shares authorized for issuance under the 2005
Plan was increased by approximately 1.8 million shares. Also in connection with the special cash dividend and one-for-four reverse stock
split in August 2011, the Company made equitable adjustments to outstanding options and restricted stock units in accordance with the
Company’s equity compensation plans. For all awards, the fair value of the award before and after the dividend and one-for-four reverse
stock split remained the same, thus no incremental expense was recognized in the Company’s financial statements as a result of these
equitable adjustments.
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The following table summarizes information about stock options outstanding at December 31, 2011:

Options OQutstanding Options Exercisable
Weighted
Average ‘Weighted Weighted
Number Remaining Number of
of Shares Contractual Average Average
Exercise Shares Exercise
Exercise Prices (in 000°s) Life (Years) Price (in QOO’S)A . Pr}ge
$0.04 —$7.00 -~ - Lo w0 eweoeeae S 4208 411 .§ 394 - 181§ 3.58
$7.08 — $7.44 , 920 68 74 7 T2l
$748-—$10:20 o om0 oo G ognee o .0 647 L 0576 837 0 193 7 T829
$10.28 —$10.36 S T or 638 1034 = 7 . 1036
$10.40—=8$10.52 - - oo g o D TR ox L1280 480 (105F 0 1,071 10.52
$10.56 — $11.04 T T 250 5537 1089 186 10.88
$1108—$1136 . . - . . Lo 16 579 11387 7 1160 ¢ 1134
$11.40 — $14.40 T T eot 4.6 1362 348 1352
$14.56 —$20.36 - - . T o COTT e92 1351 18.83 ¢ 669 “18.82
$20.48 — $180.00 o 231 3167 966 3177
,,,,, o Tmem T 6365 7 476 §14247 3744 $1735

The weighted average remaining contractual life of the exercisable options in the table above is 3.8 years. The aggregate intrinsic value of
stock options exercised in 2011, 2010 and 2009 was $0.3 million, $0.5 million and $0.1 million. The aggregate intrinsic value of options
outstanding and options exercisable as of December 31, 2011 was $0.8 million and $0.7 million, respectively.

Employee Stock Purchase Plan. In 2007, the Company adopted the 2007 Employee Stock Purchase Plan (2007 ESPP) to replace the
1998 Employee Stock Purchase Plan, which expired on December 31, 2007 following the conclusion of the final offering period. There are
1.1 million shares of common stock reserved for issuance under the 2007 ESPP. Under the 1998 ESPP and the 2007 ESPP, an eligible
employee may purchase shares of common stock, based on certain limitations, at a price equal to 85 percent of the fair market value of the
common stock at the end of the semi-annual offering periods. Under the 2007 ESPP, 110,000, 90,250, and 127,750 shares at a weighted
average fair value of the employee stock purchase rights of $1.53, $2.32, and $1.96 were purchased during the years ended December 31, 2011,
2010 and 2009, respectively.

Stock Option Exchange. On September 21, 2009, RealNetworks’ shareholders approved a proposal to allow for a one-time stock option
exchange program designed to provide eligible employees an opportunity to exchange certain outstanding underwater stock options for a lesser
amount of new options to be granted with lower exercise prices. Stock options eligible for exchange were those with an exercise price per share
greater than $13.92. On November 19, 2009, the Company commenced the option exchange program, which expired on December 17, 2009. A
total of 4.7 million eligible stock options were tendered by employees, representing 72% of the total stock options eligible for exchange.
Section 16 officers and directors of the Company were not eligible to participate in the exchange. On December 17, 2009, the Company
granted an aggregate of 2.0 million new stock options in exchange for the eligible stock options surrendered. The exercise price of the new
stock options was $10.52, which was the closing price of the Company’s common stock on December 17, 2009. The new stock options were
granted under the 2005 Plan. No incremental stock option expense was recognized for the exchange because the fair value of the new options,
using standard employee stock option valuation techniques, was not greater than the fair value of the surrendered options they replaced.

Note 14. Income Taxes

Components of income (loss) before income taxes are as follows (in thousands):
Years Ended December 31,

00 2010 2009
Utiited States operationss+ 4.« B e o $(50,100).  $(49,650)  $(191,738).
Foreign operations 5,671 15,327 (47,970)
* Tncome (loss) beforeincome taxes . Creh e o, $(44.429) . 0$(34.323) . $(239,708),
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Components of income tax expense (benefit) are as follows (in thousands):

0000000000065 0002022ccc0000000C0C0CO00O0C0OCECCOO

Years Ended December 31,
2011 2010 2009

Current B R A o T e

United States federal $ 422 $(45 844) $(3 400)

! State-and local. : 920 - (379) . 457

Foreign 5,314 9,150 2,009

. Total eument . GG v 6,656 . (37,073). .= (934).
Deferred: . B )

” United Statés federal - o (22,006) . e 5,741
State and local (555) —_ (741)
Foreign T (1,424) 622 = - (745)

Total deferr ed (23,985) 622 4,255
' Total income tax:expense (benefit) $(17,329) © $(36,451)¢ -§ 3,321

Income tax expense differs from “expected” income tax expense (computed by applying the U.S. federal income tax rate of 35%) due to

the following (in thousands):

Years Ended December 31,

2011 2010 2009

United States federal tax expense (benefit) at statitfory tate - ©° $(15,550) - ~ $(12,013) .+ $(83,898)
State taxes, net of United States federal tax beneﬁt 1,320 (379) . (284)
Change in valuation allowance =~ R (9,119) 13,195 16,207 "
Non-deductible stock compensation 571 ‘992 1,551
Non-deductible goodwill impairment charge- - Lh - v 54;7'4‘0
Impact of non-U.S. jurisdictional tax rate difference (368) (1 173) 5,206
Non-taxable ineome attributable to noncontrolling interest L 1,018 -9,193
Extraterritorial Income Exclusion and prev1ously acqulred NOLs = (32232 @ —
Research and development tax credit L (1,372) ° (2,053)..0 (1,727)
Increase/(reversal) of unrecogmzed tax beneﬁts ____________ 2,100 (4,410) 2,137
Other - S o 75,089, 608« 196 :

Total income tax expense (beneﬁt) $(17,329) $(36451) § 3,321
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Net deferred tax assets are comprised of the following (in thousands):

December 31,
2011 ) 2010

$28228  §29411

Deferred tax assets: . S S P
United States federal net operating loss carryforwards

* Deferred expenses - P S U S , 14,0567 96,515 "
_ Research and development tax credit carryforwards o 21,496 21,063
7 Alternative minimum ‘tax etedit carryforward . o v - ae o oS ce .. ... 3068 . 3,068

Net unrealized loss on investments L o 10943 11,512
. Capital loss carryforwards . . & wET R B 5o 5,297 . 5,302

Accrued loss on excess office facilities ) 997 1,696

- Stock-based compensation e e T aa L eter 0 2153124

State net operating loss carryforwards S .3999 5702
Foreign nét operating loss carryforwards» - S s o e 20,582 . 3,092
~ Deferred revenue ‘ ' 495 1,150
. Equipment, software, gnd leasehold improvements ¢ ¢ =+ 0 v o oeE . - 8,133 - . 10,285
Intangibles L N e - L 48 47
Other- B S o . L e S e GAST e o502 -
Gross deferred tax assets 139,900 121,469
Less valuation allowance - Co T - o o B 105,189 . ..106,169
Gross deferred tax assets, net of valuation allowance 34,711 15,300
Defetred tax liabilities: SR e kg D s S T
Other intangible assets o ‘ . (1,550) (1,297)
.. Net unrealized gains on investments -~ o S T 3,904y .  .(7,088).
Other o o o (880) (1,236)
- Prepaid expenses ;. » S oL S ©(L,445) ¢ =E(2,184)
Capitalized software development costs (3,504) 2,971)
Gross deferred tax liabilities =% = Do oo Lo s s (11,283 (14,776)
Net deferred tax assets $ 23,428 $ 524

Income tax receivables were $6.7 million and $14.6 million at December 31, 2011 and 2010, respectively. The Company records a
valuation allowance when it is more likely than not that some portion or all of the deferred tax assets will not be realized. The ultimate
realization of the deferred tax assets depends on the ability to generate sufficient taxable income of the appropriate character in the appropriate
taxing jurisdictions. During the year ended December 31, 2011, the Company released $22.6 million of the valuation allowance related to the
Company’s deferred tax assets. These deferred tax assets relate primarily to capital loss carryforwards, and net operating loss carryforwards
which the Company determined it will more likely than not be able to utilize due to the generation of sufficient taxable income in the future
from the asset purchase agreement the Company entered into on January 26, 2012 with Intel Corporation pursuant to which it will sell certain
patent assets and related rights for $120 million in cash. Of the total valuation allowance release, $22.6 million was recorded as an income tax
benefit in the Consolidated Financial Statements. The Company maintains a partial valuation allowance of $105.2 million for its deferred tax
assets due to uncertainty regarding their realization as of December 31, 2011. Adjustments could be required in the future if the Company
estimates that the amount of deferred tax assets to be realized is more or less than the net amount the Company has recorded. Any increase or
decrease in the valuation allowance could have the effect of increasing or decreasing the income tax provision in the statement of operations.

The net change in valuation allowance was a $1.0 million decrease and a $5.1 million increase during the years ended December 31, 2011
and 2010, respectively. The 2011 net decrease in valuation allowance is caused primarily by an increase in deferred tax assets related to pre-
acquisition foreign net operating losses that the Company placed a valuation allowance on because it is not more likely than not that the
Company can benefit these deferred tax assets in the future, netted with the valuation allowance release on U.S. deferred tax assets.

The Company’s United States federal net operating loss carryforwards totaled $80.7 million and $84.0 million at December 31, 2011 and
2010, respectively. These net operating loss carryforwards begin to expire between 2012 and 2032. In 2011, the remaining net operating loss
carryforwards are from the U.S. taxable losses in 2010 and 2011 and acquired subsidiaries that are limited under Internal Revenue Code
Section 382. The Company’s United States federal research and development tax credit carryforward totaled $21.5 million and $21.0 million at
December 31, 2011 and 2010. The research and development credit carryforwards expire between 2020 and 2031. The Company’s alternative
minimum tax credit carryforward totaled $3.1 million at both December 31, 2011 and December 31, 2010, and can be carried forward
indefinitely.
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In the fourth quarter of 2011, the Company received a cash payment of approximately $8.6 million and in the third quarter of 2010
received a cash payment of approximately $29.5 million, as the result of a refund of U.S. federal taxes previously paid. Of the 2011 amount,
$2.5 million is related to the 2008 amended tax return that was filed as a result of the 2005 to 2007 Internal Revenue Service (IRS) examination
related primarily to allowed deductions and taxes on foreign sales associated with the Company’s 2005 antitrust settlement with Microsoft
Corporation. The remaining $6.1 million in refunds were related to net operating loss carryback and prior year tax overpayments. The
Company recorded the related income tax benefit and tax receivable for both the 2011 and 2010 refunds in it is consolidated financial
statements for the year ended December 31, 2010.

The Company recognizes tax liabilities in accordance with FASB ASC 740 (previously FIN No. 48, Accounting for Uncertainty in
Income Taxes ), which clarifies the accounting for uncertainty in income taxes recognized in the financial statements. This pronouncement
prescribes a recognition threshold and measurement process for recording in the financial statements uncertain tax positions taken or expected
to be taken in the Company’s tax returns. As of December 31, 2011 and December 31, 2010, the Company had $16.7 million and $14.0 million
of unrecognized tax benefits, respectively. Of the increase, $3.0 million is due to transfer pricing risk in foreign jurisdictions and $0.5 million is
related to other prior year positions, partially offset by a decrease of $0.8 million related to the closure of a foreign subsidiary which had
reserves related to transfer pricing and the expiration of the statute of limitations on state tax returns. The total amount of unrecognized tax
benefits that would affect the Company’s effective tax rate if recognized is $13.5 million as of December 31, 2011 and $11.0 million as of
December 31, 2010.

The Company elected to recognize accrued interest and penalties related to uncertain tax positions as a component of income tax expense.
As of December 31, 2011 and December 31, 2010, the Company had approximately $0.8 million and $0.7 million of accrued interest and
penalties related to uncertain tax positions, respectively. To the extent interest and penalties are not assessed with respect to uncertain tax
positions, amounts accrued will be reduced and reflected as a reduction of the overall income tax provision. We currently anticipate the closure
of foreign income tax examinations in the next twelve months that may decrease the Company’s total unrecognized tax benefits by an amount
up to $12.0 million as a result of the successful defense of the Company’s positions, the settlement and payment of a liability, or a combination
thereof. Additionally, the Company anticipates that its total unrecognized tax benefits may increase by an amount up to $2.7 million as a result
of a potential transfer pricing change.

A reconciliation of the beginning and ending balances of the total amounts of unrecognized tax benefits is as follows (in thousands):

Years Ended December 31,

. o , . S ‘ 2011 2010 2009
Balance, beginning of year.. e $14,033 - $59,826 - - $1:0,455
Increases related to prior year tax positions . = 130 —
Decreases related to prior year tax positions SR T (168)y T (57,234 (820)
Increases related to current year tax positions , 4 3,518 11,311 50,191
Expiration of the statute of limitations™ B N 1 0 2 i(62) Ly L e D
Balance, end of year $16,721 $ 14,033 $59,826

Note 15. Commitments and Contingencies

Commitments. The Company has commitments for future payments related to office facilities leases and other contractual obligations.
The Company leases office facilities under various operating leases expiring through 2019. The Company also has other contractual
obligations, primarily relating to minimum contractual payments due to content and other service providers, expiring over varying time periods
in the future. Future minimum payments are as follows (in thousands):

Other
Contractual
Office
.. . | Leascs = Obligations _Tofal
2012 o T e : .. i+ . 310358 :....87 88 [ §10446
2013 ) ] o L e ] 10,250 88 10,338
2014 - SR I L T - 8,518 ) —_ - 8,518
2015 ‘ ‘ . 2,149 — - 2,149
2016 . TRt e e LAT9 Ll L LAT9
Thereafter o e o 967 — 967
Total minimum payments: - . L R “$33,721 o +§ - 176 - - 7 $33,897

Of the total office lease future minimum payments, $3.4 million is recorded in accrued loss on excess office facilities at December 31,
2011.

Rent expense during the years ended December 31, 2011, 2010, and 2009, was $9.2 million, $10.6 million, and $12.3 million,
respectively.
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Borrowing Arrangements.  The Company’s subsidiary, WiderThan, has entered into lines of credit with a Korean domestic bank with
an aggregate maximum available limit of $0.9 million at interest rates of approximately 6% over the rate earned on the underlying deposits.
During the years ended December 31, 2011 and 2010, WiderThan did not draw on the line of credit and there was no balance outstanding as of
December 31, 2011 or December 31, 2010.

The Company’s subsidiary, WiderThan, uses electronic promissory notes issued by a Korean domestic bank with an aggregate line of
credit of up to $2.2 million. The charged amounts are generally payable in the following month depending on the billing cycle and are included
in accounts payable in the consolidated balance sheets. In general, the term of the arrangement is one year, with renewal in April of each year.
The arrangement may be renewed in writing by mutual agreement between WiderThan and the bank. WiderThan is not subject to any financial
or other restrictive covenants under the terms of this arrangement. As of December 31, 2011, the Company had $0.4 million outstanding on this
promissory note and other guarantees.

401(k) Retirement Savings Plan. The Company has a salary deferral plan (401(k) Plan) that covers substantially all employees. Under
the plan, eligible employees may contribute up to 50% of their pretax salary, subject to the Internal Revenue Service annual contribution limits.
During the years ended December 31, 2011, 2010, and 2009, the Company matched 50% of employee contributions to the 401(k) Plan, on up
to three percent of participating employees’ compensation, and contributed $1.1 million, $1.4 million, and $1.4 million, respectively, in
matching contributions. The Company can terminate the matching contributions at its discretion. The Company has no other post-employment
or post-retirement benefit plans.

Litigation . OnNovember 1, 2011, a lawsuit was filed by Callertone Innovations, LLC (“Callertone”) against MetroPCS Wireless, Inc.
and MetroPCS Communications, Inc., (collectively, “MetroPCS™) in the U.S. District Court for the District of Delaware alleging that
MetroPCS infringes Callertone’s patents by providing ringback tone services. The Company agreed to indemnify MetroPCS against the claims
based on an indemnity that is claimed to be owed by the Company. The complaint was served on MetroPCS on January 14, 2012, and the
Company is currently preparing its answer. The Company disputes the plaintiff’s allegations regarding both the validity of its patents and its
claims of infringement against MetroPCS. The Company is unable to provide meaningful quantification of how the final resolution of this
litigation may impact its future consolidated financial statements.

On October 28, 2011, a lawsuit was filed by Callertone Innovations, LLC (“Callertone”) against T-Mobile USA, Inc. (“T-Mobile”) in the
U.S. District Court for the District of Delaware alleging that T-Mobile infringes Callertone’s patents by providing ringback tone services. The
Company agreed to indemnify T-Mobile against the claims based on an indemnity that is claimed to be owed by the Company. The complaint
was served on T-Mobile on January 16, 2012, and the Company is currently preparing its answer. The Company disputes the plaintifi’s
allegations regarding both the validity of its patents and its claims of infringement against T-Mobile. The Company is unable to provide
meaningful quantification of how the final resolution of this litigation may impact its future consolidated financial statements.

In July 2010, the Washington State Office of the Attorney General (Washington AG) sent a letter referencing complaints from consumers
relating to RealNetworks’ various consumer products since 2005. The letter advised the Company that it may be violating Washington State’s
consumer protection laws, and invited the Company to consider changing certain of its consumer practices. The Company subsequently met
with representatives of the Washington AG to review and discuss the complaints and, although the Company did not believe that its practices
violated the law, it voluntarily made changes to certain of its online order paths through which consumers purchase the Company’s subscription
products in order to address certain of the Washington AG’s concerns.

Notwithstanding the foregoing, in March and September 2011, the Consumer Protection Division of the Washington AG issued civil
investigative demands to the Company requesting information and documents relating to certain of the Company’s consumer marketing
practices during the period from 2005 to 2011. The Company is cooperating and is in discussions with the Washington AG regarding the
investigation, and has begun to respond to the Washington AG’s requests. The Washington AG has not initiated any enforcement action against
the Company. The Company does not believe it has violated any laws, but cannot predict the outcome of the investigation at this time,
including whether the investigation will result in significant expenses, monetary damages, penalties or injunctive relief that would reduce the
Company’s cash flows or harm its business. The Company is unable to provide meaningful quantification of how or if the final resolution of
this investigation would impact its future consolidated financial statements.

On September 30, 2008, the Company filed a declaratory action against Disney Enterprises, Inc., Paramount Pictures Corp., Sony
Pictures Entertainment, Inc., Twentieth Century Fox Film Corp., NBC Universal, Inc., Warner Bros. Entertainment, Inc., Viacom, Inc.
(collectively, the “Studios”) and the DVD Copy Control Association (DVD CCA) in the U.S. District Court for the Northern District of
California relating to the Company’s RealDVD product (the “RealDVD Litigation™), which, among other things, allows consumers to securely
store DVD content on their hard drives. On the same day, various movie studios filed suit against the Company that alleged, among other
things, that by offering the RealDVD product, the Company has violated the Digital Millennium Copyright Act and sought to enjoin the sale or
distribution of the RealDVD product. In May 2009, the Company moved to amend its complaint against the Studios to add claims that the
Studios and DVD CCA conspired to violate, and have violated, state and federal antitrust laws by, among other things, unlawfully eliminating
competition in the market for technology that enables a consumer to make a lawful, secure backup copy of a DVD and made similar
counterclaims against the DVD CCA. On August 11, 2009, the court in the Northern District of California granted the movie studios’ motion
for preliminary injunction, which enjoined the Company from selling or otherwise distributing RealDVD to the public, which the Company
appealed to the U.S. Court of Appeals for the Ninth Circuit. On March 1, 2010, the Company entered into a settlement agreement with the
Studios and related entities as well as the DVD CCA with respect to the RealDVD Litigation. Under the terms of the settlement agreement, the
Company is obligated to pay $4.5 million to the Studios for the Studios’ fees and costs in connection with the RealDVD Litigation. In addition,



7
\

the Company agreed to the terms of a consent judgment, as entered by the District Court in the Northern District of California on
March 3, 2010, which, among other things, permanently enjoins the Company from distributing or offering RealDVD or any other technology,
product, service or device that enables the duplication of, redistribution of, or unauthorized access to, copyrighted content protected by the
Content Scramble System or technologies known as ARccOS or RipGuard. All claims and counterclaims in the RealDVD Litigation, including
the Company’s claims of breach of federal antitrust laws against the Studios, were either resolved by the consent judgment or dismissed with
prejudice, and the Company withdrew its appeal to the U.S. Court of Appeals for the Ninth Circuit relating to the preliminary injunction. The
Company’s payment obligation under the settlement agreement is reflected in the Company’s consolidated financial statements for the year
ended December 31, 2009.
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On April 25, 2007, a lawsuit was filed by Greenville Communications, LLC in Greenville, Mississippi against a number of cell phone
carriers, including the Company’s partners T-Mobile USA, Inc. and Alltel Corporation, alleging that they infringe its patents by providing
ringback tone services. The Company agreed to indemnify T-Mobile and Allte] against the claims based on an indemnity that is claimed to be
owed by the Company. On August 27, 2007, the Company’s motion to transfer this matter to the U.S. District Court for the District of New
Jersey was granted. The parties briefed claim construction, but the case was subsequently stayed pending reexamination of the patents at issue.
On December 10, 2009, the U.S. Patent and Trademark Office issued notice of its intent to issue reexamination certificates for the patents in
suit. The District Court lifted the stay on the litigation on January 29, 2010 and discovery has resumed. On September 28, 2011, the District
Court held a claims construction hearing but has not yet issued a ruling. The Company disputes the plaintiff’s allegations regarding both the
validity of its patents and its claims of infringement against the Company’s partners. The Company is unable to quantify in a meaningful way
the potential impact of the final resolution of this litigation on the Company’s future consolidated financial statements.

The Company has also been involved in a proceeding in the U.S. District Court for the Southern District of New York to determine a
royalty rate for the public performance of music contained in the American Society of Composers, Authors and Publishers (ASCAP) catalogue.
In April 2008, the district court issued a preliminary ruling that sets forth, among other things, a methodology to be used to calculate the
royalties owed to ASCAP and subsequently issued additional rulings. After working with ASCAP to make a final determination of amounts
due under the court’s rulings, the Company reached a partial agreement with ASCAP on January 12, 2009. The Company believes it has
sufficiently accrued for expected royalties under the agreement, but the Company appealed some aspects of the court’s rulings that underlie the
agreement, arguing that the district court had adopted an improper formula for establishing royalty rates. ASCAP also appealed the district
court’s ruling, arguing that the district court should have ruled that all transmissions of content downloads constituted public performances. On
September 28, 2010, the U.S. Court of Appeals for the Second Circuit issued an opinion substantially ruling in favor of each of the Company’s
positions that were on appeal. On the public performance issue, the Second Circuit ruled that delivering a download is neither a “performance”
nor “public,” and therefore ASCAP is not entitled to any royalties for such downloads. The Second Circuit agreed with the Company that the
formula adopted by the District Court for establishing royalties was unreasonable and unsupported, and directed the District Court to establish
new rates that reflect the “varying nature and scope” of the Company’s music use. These rates are relevant to the Company’s operation of the
Rhapsody music business prior to the completion of its restructuring at the end of the first quarter of 2010. The rates are also relevant to the
ongoing business of Rhapsody in which the Company continues to hold an approximate 47% interest. The case was remanded to the District
Court for a new trial to re-determine royalty rates, but on September 29, 2011, the Company, Rhapsody and ASCAP finalized the terms of a
settlement agreement. Under the terms of the settlement, the Company owes ASCAP no further payments for performances of ASCAP music
during the applicable time period.

From time to time the Company is, and expects to continue to be, subject to legal proceedings, governmental investigations and claims in
the ordinary course of business, including employment claims, contract-related claims, and claims of alleged infringement of third-party
patents, trademarks and other intellectual property rights. These claims, including those described above, even if not meritorious, could force
the Company to spend significant financial and managerial resources. The Company is not aware of any other legal proceedings or claims that
the Company believes will have, individually or taken together, a material adverse effect on the Company’s business, prospects, financial
condition or results of operations. However, the Company may incur substantial expenses in defending against third-party claims. In addition,
given the broad distribution of some of the Company’s consumer products, any individual claim related to those products could give rise to
liabilities that may be material to the Company. In the event of a determination adverse to the Company, the Company may incur substantial
monetary liability, and/or be required to change its business practices. Either of these could have a material adverse effect on the Company’s
consolidated financial statements.

Note 16. Guarantees

In the ordinary course of business, the Company is not subject to potential obligations under guarantees that fall within the scope of ASC
460 — Guarantees (ASC 460), except for standard indemnification and warranty provisions that are contained within many of the Company’s
customer license and service agreements, and give rise only to the disclosure requirements prescribed by ASC 460.

Indemnification and warranty provisions contained within the Company’s customer license and service agreements are generally
consistent with those prevalent in the Company’s industry. The duration of the Company’s product warranties generally does not exceed
90 days following delivery of the Company’s products. The Company has not incurred significant obligations under customer indemnification
or warranty provisions historically and does not expect to incur significant obligations in the future. Accordingly, the Company does not
maintain accruals for potential customer indemnification or warranty-related obligations.

Note 17. Segment Information

As of July 1, 2010, the Company reorganized the management of its product lines and businesses in order to more efficiently develop and
sell its products, and more cost effectively manage its operations. Since the quarter ended September 30, 2010, the Company’s financial results
have reflected the new corporate organization with the following reporting segments: (1) Core Products, which includes financial results from
existing and future software as a service offerings of ringback tones, music on demand, video on demand, storefront services and inter-carrier
messaging; systems integration and professional services; Helix software and licenses for
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handsets; SuperPass; and the Company’s international radio subscriptions; (2) Emerging Products, which includes financial results from
RealPlayer, including distribution of third-party products, advertising and other revenue, and new products and services that will be introduced
over time for consumers or enterprise customers; and (3) Games, which was unchanged and includes all games-related financial results,
including game sales, subscriptions services, syndication services, advertising-supported games, and mobile and social games. In addition, the
Company continues to present financial results for its former Music segment on a historical basis only. The Music segment primarily included
financial results and operating performance of the Company’s Rhapsody joint venture, which was restructured as of March 31, 2010. As a
result of the restructuring, Rhapsody’s results are not consolidated with the Company’s financial statements for periods after March 31, 2010.
The Company reports its share of Rhapsody’s income or losses as “Equity in net loss of Rhapsody and other equity method investments” in
“Other income.” The Company reflected the reorganization of its segments for periods prior to September 30, 2010, to allow for comparability
between the periods.

Beginning with the third quarter of 2010, the Company also changed how it allocates corporate and shared overhead expenses.
Previously, RealNetworks allocated common corporate overhead expenses, including but not limited to finance, legal and headquarters
facilities, to each business segment. Beginning in the quarter ended September 30, 2010, these shared expenses, as well as stock compensation
costs, are shown in the aggregate as “Corporate” expenses and are not reflected in segment results for the business segments described in the
preceding paragraph. Only direct business segment expenses, such as research and development, marketing and certain other business shared
services, are reflected in the associated business segment results. The changes in the allocation of corporate expenses was designed to help
ensure that business segment results reflect only those items that are directly atiributable to that segment’s performance and that shared
overhead expenses are centrally managed to promote focus on and accountability for the overall corporate cost structure.

The Company reports three reporting segments based on factors such as how the Company manages its operations and how its Chief
Operating Decision Maker reviews results. The Company’s Chief Operating Decision Maker is considered to be the Company’s CEO Staff
(CEOS), which includes the Company’s Chief Executive Officer, Chief Financial Officer, Executive Vice President, Chief Legal Officer and
certain Senior Vice Presidents. The CEOS reviews financial information presented on both a consolidated basis and on a business segment
basis, accompanied by certain disaggregated information about products and services, geographical regions and corporate expenses for
purposes of making decisions and assessing financial performance. The CEOS reviews discrete financial information regarding profitability of
the Company’s Core Products, Emerging Products, Games, and, prior to April 1, 2010, Music segments and, therefore, the Company reports
these as operating segments. The accounting policies used to derive segment results are generally the same as those described in Note 1,
Description of Business and Summary of Significant Accounting Policies .

Segment operating income (loss) before income taxes for the years ended December 31, 2011, 2010 and 2009, respectively is as follows:

Core Products
2011-2010 % 2010-2009 %
S - 0102010 2009 _ _Change Change Change ~ Change
Revenue "'~ "o o0 o $191,240 . $212,845  $233365  $(21,605).  (10)% - $(20,520) = (D)%
Cost of revenue ' . S 83,696 83,733 81,774 R EY)) 0)% 1,959 2%
Impairment of deferred costs = -+ - - S - 19,329, - o= 719,329 100% ~ - 07— - —
Gross profit 88215 129,112 151,591 (40,897)  (32)% (22479  (15)%
Operating expefises * - ’ . C - 75,188 86,217 . 138,502  .(11,029) | (I3)% " _(52,285) - . (38)%
Operating income $ 13,027 $ 42,895 $ 13,089  $(29,868) (70)%  $ 29,806 228%
Emerging Products
2011-2010 % 2010-2009 %
o . . ) 2011 2010 2009 Change  Change Change Change
Revenue' . L0l 7 846590 $41,761 -:$:45207 §4829. . . 12% . $.(3.446) (%
Cost of revenue A 11,879 7,123 6,884 4756  67% 239 3%
Impairment of deferred osts™ [ © 1~ e 633 e g e 633. .. 100%, ... . — T ==
Grossprofit , 34,078 34,638 38,323 (560)  @Q% G, - (10)%
Operating expenses . % . ;. . I70 36011+ 28,053 7321k v 7958 - 28%... (45,158):" 1 (62)%.
Operating income (loss) $(1,933) § 6,585 $(34,888) $(8,518) (129)% $ 41,473 119%
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2011-2010 % 2010-2009 %
o 2011 2010 2009 Change Change Change Change
T §97.8567 $111,394  $122,824° $(13;538) ¢ s (12)%F - $(11430) . (O)%.
30,646 29,071 32,862 1,575 5% (3,791) 12)%
.. 672107 . 82323 - 89,962 (15113) T (18)% i (7:639) 1 (8)%"
60,633 78,275 127,908  (17,642) (23)% _(49,633) (39)%
36577 $ 4048 §(37.946) -$ 2,529 . 63% §41.994 [ 111%"
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Music
2011-2010 % 2010-2009 %
. ) ) _2_& 2010 L 2009 (‘Zharnge‘ Chgngg i ghg“nge ] V(;l;_ange' .
Total revenue .. . . © g §35,733 7% $160,868  $(35,733) - (100)% - $(125,135) . - (78)%:
Cost of revenue = 21,864 98,322 (21,864) (100)% _ (76,458) (78)%
. Gross profit — 13,869 ... 62,546.. (13,869) F00Y%  (48,677) (78)%:
Total operating expenses - 13,911 129,085 (13,911) (100)% g}A1A5,17.Af) i "(89)%'.
Operating income (loss) $— 8§ (427 $(66539) § 42+ 1:00%  $:66,497.. - 100% -
Corporate
2011-2010 % 2010-2009 %
“20111u - 2010 2009 _ Change Change ‘ Chrax}gel Change
Cost of revemue S § 46§29 F 2300° 5 (2516 (6% 5 61 27%
Total operating expenses 54,865 85,081 108,654 (30,216) .(36)%. - _(23,573) _W_W(VZZ)%
Operating loss oo $(55,281)  $(88,013) $(110,954). $32,732. . 37%.: $22,941° 21%

The Company’s customers consist primarily of consumers and corporations located in the U.S., Europe, and various foreign countries.
Revenue by geographic region is as follows (in thousands):

Years Ended December 31,

S 2m 2010 2000

United States - LT S162720 (5227803 13374283
Europe. . 74,602 79,820 96,146
Rest of the World - 198364 .. 94,090 . . 91,835,
Total $335,686 $401,733 $562,264

Long-lived assets, consisting of equipment, software, leasehold improvements, other intangible assets, and goodwill by geographic region

are as follows (in thousands):

December 31,

United States $38,543. . .$43,655;
Republic of Korea 4,063 5,659
Europe: -~ « - 2,949 = 73,069
Rest of the World 5,286 2,900

. Total long-lived assets

Net assets including minority interest by geographic location are as follows (in thousands):

- $50,841 . $55,283 .

December 31,
................ 2011 2010

Uhited States* : wa L $225271  $352341"
Republic of Korea ~ 1,903 12374
Europe ~ . 4+ 30,130, 33,029
Rest of the World 13,983 15,001

Totals - - L v e L.l * $271,287 +§412,745:

Note 18. Related Party Transactions

Transactions with MTVN.  As part of the initial formation of Rhapsody in 2007, MTVN contributed a $230 million five-year note
payable in partial consideration for acquiring MTVN’s interest in the venture. In February 2009, RealNetworks and MTVN signed an
amendment to the Rhapsody joint venture agreement which reduced the amount payable under the MTVN note to $213.8 million over the
original five-year term and on March 31, 2010, the note was cancelled in connection with the completion of the Rhapsody restructuring
transactions. During the year ended December 31, 2010, Rhapsody received $1.2 million in cash as note payments and spent $1.1 million in
advertising with MTVN. During the year ended December 31, 2009, Rhapsody received $33.0 million in cash as note payments and spent
$33.3 million in advertising with MTVN. MTVN agreed to a new $33 million
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marketing commitment as part of the restructuring transactions that were completed on March 31, 2010. RealNetworks no longer consolidates
Rhapsody’s financial position and results, and consequently these transactions are no longer considered related party transactions. See Note 3,
Rhapsody Joint Venture, for more information on the restructuring transactions.

Transactions with Rhapsody .  For periods between August 2007 and March 31, 2010, the Company also provided various support
services, including items such as facilities, information technology systems, personnel support and some overhead charges, associated with the
support services, directly to Rhapsody. The allocation of these and other support service costs were based on various measures depending on
the service provided, including employee headcount, time employees spend on providing services to Rhapsody, server usage or number of
users of a service. The allocations of these costs were billed directly to Rhapsody. Prior to March 31, 2010, the Company treated these
allocations as intercompany transactions and all such transactions were eliminated in consolidation. As of March 31, 2010, the Company no
longer consolidates these transactions.

Following the restructuring transactions, the Company is obligated to provide Rhapsody with a reduced amount of support services unless
earlier terminated by Rhapsody. These support services are expected to be completed in the first half of 2012 unless earlier terminated by
Rhapsody. The support services include information technology and limited operational support provided directly to Rhapsody. The amount of
these and other support service costs were based on various measures depending on the service provided, including vendor fees, an allocation
of fixed costs and time employees spend on providing services to Rhapsody. RealNetworks allocates the cost of providing these support
services and records such allocation as a reduction to the related expense in the period for which it was incurred. During the years ended
December 31, 2011 and 2010, the Company charged Rhapsody $2.2 million and $3.2 million, respectively, for the support services.

Transactions with LoEn Entertainment, Inc.  During the fourth quarter of 2008, the Company paid $9.9 million to acquire
approximately 11% of the outstanding shares of LoEn Entertainment, Inc. (LoEn). The Company paid market price for approximately

2.8 million common shares of L.oEn which are traded on the Korean Securities Dealers Automated Quotations. The Company’s investment in
LoEn is treated as an equity investment of a public company and is marked-to-market each period with resulting gains or losses recognized in
accumulated other comprehensive loss as unrealized holding gains/losses on investment. During the years ended December 31, 2011, 2010, and
2009 the Company recorded revenue from LoEn of approximately $20.3 million, $18.0 million and $13.5 million, respectively. This revenue
consisted primarily of sales of application service provider services, which include sales of ringback tones, music-on-demand, video-on-
demand, and inter-carrier messaging services. Associated with these transactions, the Company also recorded accounts receivable of
approximately $2.1 million and $3.2 million as of December 31, 2011 and 2010, respectively. Accounts payable and cost of revenue balances
associated with LoEn as of and for the years ended December 31, 2011 and 2010 were nominal.

Note 19. Subsequent Event

On January 26, 2012, the Company entered into an asset purchase agreement with Intel Corporation pursuant to which the Company will
sell substantially all of its patent assets and related rights held by the Company and its next generation video codec technology for $120.0
million and the assumption of certain liabilities, subject to potential adjustments. In connection with the transaction, the Company also entered
into a license agreement with Intel pursuant to which the Company will obtain a non-exclusive, royalty-free, fully paid up, irrevocable and
worldwide license to use the patents assets the Company will sell to Intel in connection with the Company’s businesses. The consummation of
these transactions is subject to closing conditions and is expected to close in the first quarter of 2012.
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Note 20. Quarterly Information (Unaudited)

The following table summarizes the unaudited statement of operations for each quarter of 2011 and 2010 (in thousands, except per share
data):

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, i Total Dec.31@)  Sept.30(4) . June30 M&?’.L@l
2011: . - : - - ) 4 : . . N wn T ar e B
Net revenue o , $335 686 $ 80,219 $ 84,414 $ 83, 752 B $ 87 301
Gross profit : 189,087 28,168 52,598 * 53,086 55,035
Operatmg (loss) mcome ‘ (37,610) (23,677) (3,483) (4,784)“ : :§§,§66)

sharcholders '+ U a0y 64 (5,182 (6849 (12,305)
Basic net income (loss) per share available to

common shareholders(1) 7 - (0.79) 7 (0 08) 0.15) (0.20) (0.36)
Diluted net income (loss) per-share avallable o I o L L B

common shareholders(1) - ’ (0.79).. (0 08)4 (0.15), 0.200 . 036) .
Net revenue o e . 401733 . $97.817. $86432.  $88884 . $128,600
Gross profit 257,010 62,112 55,722 59,735 79,441
Operatlng {loss) income - A% g o 34,527y L 5,979 (4,150), . (21,694 ;. (14,662)
Net income (loss) attnbutable to commeon

shareholders 5,038 3,194 24,523 (25,907) 3,228

‘common shareholders(1)” CoF T 026 T 0,09 gl (@77) SR g1
Diluted net income (loss) per share ava1lable to

common shareholders(1) 0.26 0.09 0.71 0.77) 0.20

(1) The sum of the quarterly net income per share will not necessarily equal the net income per share for the year due to the use of weighted
average quarterly shares and the effects of rounding.

(2) The quarter ended December 31, 2011 included impairments of deferred costs of $20.0 million, described more fully in Note 7, Deferred
Costs, and an income tax benefit of $22.6 million resulting from a release of a portion of the valuation allowance, as described more fully
in Note 14, Income Taxes.

(3) The quarter ended March 31, 2010 included a one-time net gain on deconsolidation of Rhapsody of $10.9 million which was recorded in
other income and expense, net. This item is described more fully in Note 3, Rhapsody Joint Venture.

(4) The Company received a cash payment of approximately $29.5 million in the quarter ended September 30, 2010 as a result of a refund of
federal taxes previously paid. The Company recorded the cash proceeds from the refund as an income tax benefit in its statement of
operations and recognized other income tax benefits related to this matter, including the reversal of a liability for uncertain tax positions,
in the quarter ended September 30, 2010.
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The Board of Directors and Shareholders
RealNetworks, Inc.:

We have audited the accompanying consolidated balance sheets of RealNetworks, Inc. and subsidiaries as of December 31, 2011 and
2010, and the related consolidated statements of operations and comprehensive income (loss), shareholders’ equity and noncontrolling interest,
and cash flows for each of the years in the three-year period ended December 31, 2011. These consolidated financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these consolidated financial statements based on
our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of
RealNetworks, Inc. and subsidiaries as of December 31, 2011 and 2010, and the results of their operations and their cash flows for each of the
years in the three-year period ended December 31, 2011 in conformity with U.S. generally accepted accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States),
RealNetworks, Inc.’s internal control over financial reporting as of December 31, 2011, based on criteria established in Internal Control —

Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO), and our report dated
February 29, 2012 expressed an unqualified opinion on the effectiveness of the Company’s internal control over financial reporting.

/s/ KPMG LLP

Seattle, Washington
February 29, 2012
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders
RealNetworks, Inc.:

We have audited RealNetworks, Inc.’s internal control over financial reporting as of December 31, 2011, based on criteria established in
Tnternal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO).
RealNetworks, Inc.’s management is responsible for maintaining effective internal control over financial reporting and for its assessment of the
effectiveness of internal control over financial reporting, included in the accompanying Management’s Report on Internal Control Over
Financial Reporting. Our responsibility is to express an opinion on the Company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether effective internal control over financial
reporting was maintained in all material respects. Our audit included obtaining an understanding of internal control over financial reporting,
assessing the risk that a material weakness exists, and testing and evaluating the design and operating effectiveness of internal control based on
the assessed risk. Our audit also included performing such other procedures as we considered necessary in the circumstances. We believe that
our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles. A company’s internal control over financial reporting includes those policies and procedures that (1) pertain to the maintenance of
records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide
reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance with generally
accepted accounting principles, and that receipts and expenditures of the company are being made only in accordance with authorizations of
management and directors of the company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized
acquisition, use, or disposition of the company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections of
any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in conditions,
or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, RealNetworks, Inc. maintained, in all material respects, effective internal control over financial reporting as of
December 31, 2011, based on criteria established in Internal Control — Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission.

We also have andited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the
consolidated balance sheets of RealNetworks, Inc. and subsidiaries as of December 31, 2011 and 2010, and the related consolidated statements
of operations and comprehensive income (loss), shareholders’ equity and noncontrolling interest, and cash flows for each of the years in the
three-year period ended December 31, 2011, and our report dated February 29, 2012 expressed an unqualified opinion on those consolidated
financial statements.

/s/ KPMG LLP

Seattle, Washington
February 29, 2012
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure
Not applicable.

Ttem 9A.  Controls and Procedures
Disclosure Controls and Procedures

Our management, with the participation of the principal executive officer and principal financial officer, has evaluated the effectiveness
of our “disclosure controls and procedures” (as such term is defined under Rule 13a-15(e) and 15d-15(e) promulgated under the Securities
Exchange Act of 1934, as amended (the Exchange Act)). Based on their evaluation, the principal executive officer and principal financial
officer concluded that, as of the end of the period covered by this report, our disclosure controls and procedures were effective for the purpose
of ensuring that the information required to be disclosed in the reports that we file or submit under the Exchange Act (1) is recorded, processed,
summarized, and reported within the time period specified in the Securities and Exchange Commission rules and forms and (2) is accumulated
and communicated to our management, including our principal executive and principal financial officers, as appropriate to allow timely
decisions regarding required disclosure.

Management’s Annual Report on Internal Control over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial reporting, as such term is
defined in Exchange Act Rule 13a-15(f). Under the supervision and with the participation of our management, including our principal
executive officer and principal financial officer, we conducted an evaluation of the effectiveness of our internal control over financial reporting
based on the framework in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission (COSO). Based on our evaluation, our management concluded that, as of December 31, 2011 RealNetworks maintained effective
internal control over financial reporting.

KPMG LLP, an independent registered public accounting firm, has issued an attestation report on the effectiveness of our internal control
over financial reporting as of December 31, 2011. This attestation is included within Item 8.

Changes in Internal Control over Financial Reporting

Our management, with the participation of the principal executive officer and principal financial officer, has evaluated the changes to our
internal control over financial reporting that occurred during the fiscal quarter ended December 31, 2011 as required by paragraph (d) of
Rules 13a-15 and 15d-15 of the Exchange Act and has concluded that there were no such changes that have materially affected, or are
reasonably likely to materially affect, our internal control over financial reporting.

Item 9B.  Other Information
None.

PART IIIL

Item 10.  Directors, Executive Officers and Corporate Governance

The information required by this Ttem is incorporated by reference to the information contained in part in the sections captioned “Election
of Director(s)-Nominee(s) for Director,” “Board of Directors-Continuing Directors-Not Standing for Election This Year,” “Board of Directors-
Committees of the Board,” “Board of Directors-Code of Business Conduct and Ethics™ and “Voting Securities and Principal Holders-

Section 16(a) Beneficial Ownership Reporting Compliance” of the Proxy Statement relating to RealNetworks’ 2012 Annual Meeting of
Shareholders or in an amendment to this Form 10-K, to be filed with the Securities and Exchange Commission within 120 days after the fiscal
year ended December 31, 2011.

The remaining information required by this Item is set forth in Part I of this report under the caption “Executive Officers of the
Registrant.”
Item 11.  Executive Compensation

The information required by this Item is incorporated by reference to the information contained in the section captioned “Executive
Compensation” of the Proxy Statement relating to RealNetworks’ 2012 Annual Meeting of Shareholders or in an amendment to this Form 10-
K, to be filed with the Securities and Exchange Commission within 120 days after the fiscal year ended December 31, 2011.

Item 12.  Security Ownership of Certain Beneficial Owners and Management and Related Shareholder Matters

The information required by this Item is incorporated by reference to the information contained in the section captioned “Voting
Securities and Principal Holders” of the Proxy Statement relating to RealNetworks’ 2012 Annual Meeting of Shareholders or in an amendment
to this Form 10-K, to be filed with the Securities and Exchange Commission within 120 days after the fiscal year ended December 31, 2011.
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Equity Compensation Plans

As of December 31, 2011, we had awards outstanding under five equity compensation plans. These plans include the RealNetworks, Inc.
1995 Stock Option Plan (1995 Plan), the RealNetworks, Inc. 1996 Stock Option Plan, as amended and restated (1996 Plan), the RealNetworks,
Inc. 2000 Stock Option Plan, as amended and restated (2000 Plan), the RealNetworks, Inc. 2005 Stock Incentive Plan, as amended and restated
(2005 Plan), and the RealNetworks, Inc. 2002 Director Stock Option Plan (2002 Plan). In addition, we maintain the RealNetworks, Inc. 2007
Employee Stock Purchase Plan, as amended and restated October 2010 (2007 ESPP). The 1995 Plan, 1996 Plan, 2002 Plan, 2005 Plan and
2007 ESPP have been approved by our shareholders. The 2000 Plan has not been approved by our shareholders.

In 2005, our shareholders approved the 2005 Plan and upon this approval of the 2005 Plan, we terminated the 1995 Plan, the 1996 Plan,
the 2000 Plan and the 2002 Plan. In 2007, our shareholders approved an amended and restated 2005 Plan, and upon this approval, we
terminated the RealNetworks, Inc. Director Compensation Stock Plan. As a result of the termination of these Plans, all new equity awards will
be issued under the 2005 Plan. In 2007, our shareholders also approved the 2007 ESPP.

The following table aggregates the data from our plans and reflects adjustments resulting from our special cash dividend paid in August
2011 and the one-for-four reverse stock split effective in August 2011:

Number of Securities Number of Securities
Remaining Available
to be Issued upon ‘Weighted-average for Future Issuance
Exercise of Exercise Price of under Equity
Outstanding Options, Outstanding Options, Compensation Plans
(Excluding Securities
Warrants and Rights Warrants and Rights Reflected in Column (a))
Plan Category . gi>n>00A()A’s)(a) - (b) i ) i (in QOO’s)(c)
Equity compensation plans : . ‘ ) ' -
Equity compensation plans not
approved by security holders 5 28.82 —
Total . I e io o 6:827 § 1424 , 4,809

(1) On January 1, 2008, the 2007 ESPP became effective. Column (c) above excludes an aggregate of 1.1 million shares of the Company’s
common stock that are authorized for issuance pursuant to the 2007 ESPP.

(2) Includes shares available for future issuances pursuant to the RealNetworks, Inc. 2007 Director Compensation Stock Plan (2007 Director
Plan), a sub-plan that operates and is administered under the 2005 Plan. Under the 2007 Director Plan, outside directors may elect to
receive all or a portion of his or her quarterly director compensation in shares of the Company’s common stock in lieu of cash. Shares
issued to directors under the 2007 Director Plan are issued from the shares reserved under the 2005 Plan.

Equity Compensation Plans Not Approved By Security Holders. ~The Board of Directors adopted the 2000 Plan to enable the grant of
nonqualified stock options to employees and consultants of RealNetworks and its subsidiaries who are not otherwise officers or directors of
RealNetworks. The 2000 Plan has not been approved by RealNetworks’ shareholders. The Compensation Committee of the Board of Directors
is the administrator of the 2000 Plan, and as such determines all matters relating to options granted under the 2000 Plan. Nonqualified stock
options granted pursuant to the 2000 Plan were granted with exercise prices equal to the fair market value of RealNetworks’ common stock on
the date of grant and typically vest over five years as determined by the Compensation Committee or pursuant to delegated authority as
provided in the 2000 Plan. In June 2005, the 2000 Plan was terminated and the remaining available shares were transferred to the 2005 Plan.

Item 13.  Certain Relationships and Related Transactions, and Director Independence

The information required by this Item is incorporated by reference to the information contained in the section captioned “Executive
Compensation-Policies and Procedures with Respect to Related Person Transactions,” “Executive Compensation-Certain Relationships and
Related Transactions” and “Election of Directors-Director Independence” of the Proxy Statement relating to RealNetworks’ 2012 Annual
Meeting of Shareholders or in an amendment to this Form 10-K, to be filed with the Securities and Exchange Commission within 120 days
after the fiscal year ended December 31, 2011.
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Item 14.  Principal Accountant Fees and Services

The information required by this Item is incorporated by reference to the information contained in the section captioned “Ratification of
Appointment of Independent Registered Public Accounting Firm-Fees Billed by KPMG LLP During 2010 and 2011” and “Ratification of
Appointment of Independent Registered Public Accounting Firm-Pre-Approval Policies and Procedures” of the Proxy Statement relating to
RealNetworks’ 2012 Annual Meeting of Shareholders or in an amendment to this Form 10-K, to be filed with the Securities and Exchange
Commission within 120 days after the fiscal year ended December 31, 2011.

PART IV.

Ttem 15.  Exhibits and Financial Statement Schedules
(a)(1) Index to Consolidated Financial Statements
The following consolidated financial statements of RealNetworks, Inc. and subsidiaries are filed as part of this report:
Consolidated Balance Sheets — December 31, 2011 and 2010
Consolidated Statements of Operations and Comprehensive Income (Loss) — Years Ended December 31, 2011, 2010, and 2009
Consolidated Statements of Cash Flows — Years Ended December 31, 2011, 2010, and 2009
Consolidated Statements of Shareholders’ Equity and Noncontrolling Interest — Years Ended December 31, 2011, 2010, and 2009
Notes to Consolidated Financial Statements
Reports of Independent Registered Public Accounting Firm
(a)(2) Financial Statement Schedules

All financial statement schedules have been omitted since they are either not required, not applicable, or because the information required
is included in the consolidated financial statements or the notes thereto.

(a)(3) Index to Exhibits

Exhibit

Number Description
2.1 Transaction, Contribution and Purchase Agreement dated as of February 9, 2010 among Rhapsody America LLC, RealNetworks,
Inc., RealNetworks Digital Music of California, Inc., Viacom International Inc. and DMS Holdco Inc. (incorporated by reference
from Exhibit 2.1 to RealNetworks’ Current Report on Form 8-X filed with the Securities and Exchange Commission on April 6,
2010)
2.2 Combination Agreement by and among RealNetworks, Inc., RN International Holdings B.V. and WiderThan Co., Ltd. dated as

of September 12, 2006 (incorporated by reference from Exhibit 2.1 to RealNetworks’ Current Report on Form 8-K filed with the
Securities and Exchange Commission on September 14, 2006)

2.3% Asset Purchase Agreement, dated as of January 26, 2012, by and between RealNetworks, Inc. and Intel Corporation
(incorporated by reference from Exhibit 2.1 to RealNetworks’ Current Report on Form 8-K filed with the Securities and
Exchange Commission on January 30, 2012). Certain schedules and exhibits referenced in the Asset Purchase Agreement have
been omitted in accordance with Item 601(b)(2) of Regulation S-K. A copy of any omitted schedule or exhibit will be furnished
supplementally to the Securities and Exchange Commission upon request.

3.1 Amended and Restated Articles of Incorporation (incorporated by reference from Exhibit 3.1 to RealNetworks’ Quarterly Report
on Form 10-Q for the quarterly period ended June 30, 2000 filed with the Securities and Exchange Commission on August 11,
2000)

32 Articles of Amendment to the Amended and Restated Articles of Incorporation of RealNetworks, Inc. (incorporated by reference
from Exhibit 3.1 to RealNetworks’ Current Report on Form 8-K filed with the Securities and Exchange Commission on August
31, 2011)

33 Amended and Restated Bylaws effective July 23, 2010 (incorporated by reference from Exhibit 3.1 to RealNetworks’ Current
Report on Form 8-K filed with the Securities and Exchange Commission on July 29, 2010)

4.1 Amended and Restated Shareholder Rights Plan dated as of December 2, 2008, by and between RealNetworks, Inc. and Mellon
Investor Services LLC including the form of Certificate of Designation, the form of Rights Certificate and the Summary of
Rights attached thereto as Exhibits A, B and C, respectively (incorporated by reference from Exhibit 4.1 to RealNetworks’
Form 8-K filed with the Securities and Exchange Commission on December 3, 2008)

10.1% RealNetworks, Inc. 1995 Stock Option Plan (incorporated by reference from Exhibit 99.1 to RealNetworks’ Registration
Statement on Form S-8 filed with the Securities and Exchange Commission on September 14, 1998)
10.27 RealNetworks, Inc. 1996 Stock Option Plan, as amended and restated on June 1, 2001 (incorporated by reference from

Exhibit 10.1 to RealNetworks’ Quarterly Report on Form 10-Q for the quarterly period ended June 30, 2001 filed with the
Securities and Exchange Comimission on August 13, 2001)

10.3% Amendment No. 1 to the RealNetworks, Inc. 1996 Stock Option Plan, as amended and restated on June 1, 2001 (incorporated by
reference from Exhibit 10.3 to RealNetworks’ Current Report on Form 8-K filed with the Securities and Exchange Commission
on December 21, 2009)
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10.4%

10.5¢

10.6%

10.74

10.87

10.9¢

10.10%

10.117

10.12%

10.13%

10.14%

10.15%

10.16

10.17%

10.18

10.19

10.20%

10.21%

10.22%

10.23+

RealNetworks, Inc. 2000 Stock Option Plan, as amended and restated on June 1, 2001 (incorporated by reference from Exhibit 10.2
to RealNetworks’ Quarterly Report on Form 10-Q for the quarterly period ended June 30, 2001 filed with the Securities and
Exchange Commission on August 13, 2001)

Amendment No. 1 to the RealNetworks, Inc. 2000 Stock Option Plan, as amended and restated on June 1, 2001 (incorporated by
reference from Exhibit 10.2 to RealNetworks’ Current Report on Form 8-K filed with the Securities and Exchange Commission on
December 21, 2009)

RealNetworks, Inc. 2002 Director Stock Option Plan (incorporated by reference from Exhibit 10.2 to RealNetworks’ Quarterly
Report on Form 10-Q for the quarterly period ended June 30, 2002 filed with the Securities and Exchange Commission on July 25,
2002)

Form of Stock Option Agreement under the RealNetworks, Inc. 1996 Stock Option Plan, as amended and restated (incorporated by
reference from Exhibit 10.1 to RealNetworks’ Quarterly Report on Form 10-Q for the quarterly period ended September 30, 2002
filed with the Securities and Exchange Commission on November 14, 2002)

Form of Stock Option Agreement under the RealNetworks, Inc. 2000 Stock Option Plan, as amended and restated (incorporated by
reference from Exhibit 10.2 to RealNetworks’ Quarterly Report on Form 10-Q for the quarterly period ended September 30, 2002
filed with the Securities and Exchange Commission on November 14, 2002)

Forms of Stock Option Agreement under the RealNetworks, Inc. 2002 Director Stock Option Plan (incorporated by reference from
Exhibit 10.3 to RealNetworks’ Quarterly Report on Form 10-Q for the quarterly period ended September 30, 2002 filed with the
Securities and Exchange Commission on November 14, 2002)

RealNetworks, Inc. 2007 Employee Stock Purchase Plan as amended and restated effective October 18, 2010 (incorporated by
reference from Exhibit 10.10 to RealNetworks’ Annual Report on Form 10-K for the year ended December 31, 2010 filed with the
Securities and Exchange Commission on March 16, 2011)

RealNetworks, Inc. 2007 Director Compensation Stock Plan (incorporated by reference from Exhibit 10.9 to RealNetworks” Annual
Report on Form 10-K for the year ended December 31, 2007 filed with the Securities and Exchange Commission on February 29,
2008)

RealNetworks, Inc. 2005 Stock Incentive Plan, as amended and restated effective December 17, 2009 (incorporated by reference
from Exhibit 10.1 to RealNetworks’ Current Report on Form 8-K filed with the Securities and Exchange Commission on
December 21, 2009)

Form of Non-Qualified Stock Option Terms and Conditions for use under the RealNetworks, Inc. 2005 Stock Incentive Plan, as
amended and restated (incorporated by reference from Exhibit 10.11 to RealNetworks’ Annual Report on Form 10-K for the year
ended December 31, 2006 filed with the Securities and Exchange Commission on March 1, 2007)

Form of Restricted Stock Units Terms and Conditions for use under the RealNetworks, Inc. 2005 Stock Incentive Plan, as amended
and restated (incorporated by reference from Exhibit 10.12 to RealNetworks’ Annual Report on Form 10-K for the year ended
December 31, 2006 filed with the Securities and Exchange Commission on March 1, 2007)

Form of Performance Restricted Stock Units Terms and Conditions for use under the RealNetworks, Inc. 2005 Stock Incentive
Plan, as amended and restated (incorporated by reference from Exhibit 10.6 to RealNetworks’ Quarterly Report on Form 10-Q for
the quarterly period ended June 30, 2011 filed with the Securities and Exchange Commission on August 9, 2011)

Lease dated January 21, 1998 between RealNetworks, Inc. as Lessee and 2601 Elliott, LLC, as amended (incorporated by reference
from Exhibit 10.1 to RealNetworks’ Quarterly Report on Form 10-Q for the quarterly period ended September 30, 2004 filed with
the Securities and Exchange Commission on November 9, 2004)

Form of Director and Officer Indemnification Agreement (incorporated by reference from Exhibit 10.14 to RealNetworks’
Registration Statement on Form S-1 filed with the Securities and Exchange Commission on September 26, 1997 (File No. 333-
36553))

Voting Agreement dated September 25, 1997 by and among RealNetworks, Robert Glaser, Accel IV L.P., Mitchell Kapor and
Bruce Jacobsen (incorporated by reference from Exhibit 10.17 to RealNetworks’ Registration Statement on Form S-1 filed with the
Securities and Exchange Commission on September 26, 1997 (File No. 333-36553))

Agreement dated September 26, 1997 by and between RealNetworks and Robert Glaser (incorporated by reference from

Exhibit 10.18 to RealNetworks’ Registration Statement on Form S-1 filed with the Securities and Exchange Commission on
September 26, 1997 (File No. 333-36553))

Employment Agreement and Development, Confidentiality and Noncompetition Agreement by and between Thomas Nielsen and
RealNetworks, Inc. effective as of November 9, 2011

Offer Letter dated February 13, 2006 between RealNetworks, Inc. and Michael Eggers (incorporated by reference from

Exhibit 10.19 to RealNetworks’ Annual Report on form 10-K for the year ended December 31, 2005 filed with the Securities and
Exchange Commission on March 16, 2006)

Offer Letter dated January 23, 2009 between RealNetworks, Inc. and Bob Kimball (incorporated by reference from Exhibit 10.26 to
RealNetworks® Annual Report on Form 10-K for the year ended December 31, 2008 filed with the Securities and Exchange
Comumission on March 2, 2009)

Offer Letter dated January 17, 2008 between RealNetworks, Inc. and Michael Lunsford (incorporated by reference from Exhibit
10.23 to RealNetworks’ Annual Report on Form 10-K for the year ended December 31, 2009 filed with the Securities and Exchange
Commission on March 10, 2010)
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10.25¢

10.26%

10.27¢

10.28+

10.29%

10.30%

10.31%

10.32%

1033+

10.34%

10.35¢

10.36%

10.37¢

10.38%

Offer Letter dated September 2, 2010 between RealNetworks, Inc. and Tracy D. Daw (incorporated by reference from Exhibit 10.23
to Amendment No. 1 to RealNetworks’ Annual Report on Form 10-K/A for the year ended December 31, 2010 filed with the
Securities and Exchange Commission on May 2, 2011)

Offer Letter dated January 5, 2009 between RealNetworks, Inc. and Hank Skorny (incorporated by reference from Exhibit 10.1 to
RealNetworks’ Quarterly Report on Form 10-Q filed with the Securities and Exchange Commission on August 9, 2010)

Promotion Letter dated October 23, 2009 between RealNetworks, Inc. and Hank Skomny (incorporated by reference from Exhibit
10.23 to RealNetworks’ Annual Report on Form 10-K for the year ended December 31, 2010 filed with the Securities and Exchange
Commission on March 16, 2011)

Retention Letter dated February 24, 2010 between RealNetworks, Inc. and Robert Kimball (incorporated by reference from

Exhibit 10.1 to RealNetworks’ Current Report on Form 8-X filed with the Securities and Exchange Commission on February 26,
2010)

Retention Letter dated February 24, 2010 between RealNetworks, Inc. and Michael Eggers (incorporated by reference from
Exhibit 10.2 to RealNetworks’ Current Report on Form 8-K filed with the Securities and Exchange Commission on February 26,
2010)

Retention Letter dated February 24, 2010 between RealNetworks, Inc. and Michael Lunsford (incorporated by reference from
Exhibit 10.3 to RealNetworks’ Current Report on Form 8-K filed with the Securities and Exchange Commission on February 26,
2010)

Retention Letter dated February 24, 2010 between RealNetworks, Inc. and Tracy D. Daw (incorporated by reference from Exhibit
10.30 to RealNetworks’ Annual Report on Form 10-K/A for the year ended December 31, 2010 filed with the Securities and
Exchange Commission on May 2, 2011)

Retention Letter dated April 16, 2010 between RealNetworks, Inc. and Hank Skorny (incorporated by reference from Exhibit 10.2
to RealNetworks’ Quarterly Report on Form 10-Q filed with the Securities and Exchange Commission on August 9, 2010)

Change in Control and Severance Agreement dated February 24, 2010 between RealNetworks, Inc. and Robert Kimball
(incorporated by reference from Exhibit 10.4 to RealNetworks” Current Report on Form 8-K filed with the Securities and Exchange
Commission on February 26, 2010)

Separation Agreement and Release between RealNetworks, Inc. and Robert Kimball dated March 28, 2011 (incorporated by
reference from Exhibit 10.1 to RealNetworks’ Current Report on Form 8-K filed with the Securities and Exchange Commission on
May 10, 2011)

Severance Letter Agreement dated May 31, 2011 between RealNetworks, Inc. and Michael Lunsford (incorporated by reference
from Exhibit 10.1 to RealNetworks’ Quarterly Report on Form 10-Q for the quarterly period ended June 30, 2011 filed with the
Securities and Exchange Commission on August 9, 2011)

Severance Letter Agreement dated May 31, 2011 between RealNetworks, Inc. and Michael Eggers (incorporated by reference from
Exhibit 10.2 to RealNetworks’ Quarterly Report on Form 10-Q for the quarterly period ended June 30, 2011 filed with the
Securities and Exchange Commission on August 9, 2011)

Severance Letter Agreement dated May 31, 2011 between RealNetworks, Inc. and Tracy D. Daw (incorporated by reference from
Exhibit 10.2 to RealNetworks’ Quarterly Report on Form 10-Q for the quarterly period ended June 30, 2011 filed with the
Securities and Exchange Commission on August 9, 2011)

Severance Letter Agreement dated May 31, 2011 between RealNetworks, Inc. and Hank Skorny (incorporated by reference from
Exhibit 10.2 to RealNetworks’ Quarterly Report on Form 10-Q for the quarterly period ended June 30, 2011 filed with the
Securities and Exchange Commission on August 9, 2011)

Form of Amended and Restated Change in Control and Severance Agreement effective May 31, 2011 between RealNetworks, Inc.
and each of Michael Lunsford, Michael Eggers, Hank Skorny and Tracy D. Daw (incorporated by reference from Exhibit 10.5 to
RealNetworks’ Quarterly Report on Form 10-Q for the quarterly period ended June 30, 2011 filed with the Securities and Exchange
Commission on August 9, 2011)
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10.39¢ Form of MBO Plan Document under the RealNetworks, Inc. 2010 Executive Compensation Program (incorporated by
reference from Exhibit 10.2 to RealNetworks’ Quarterly Report on Form 10-Q filed with the Securities and Exchange
Commission on November 9, 2010)
10.407 Form of MBO Plan Document under the RealNetworks, Inc. 2011 Executive Compensation Program (incorporated by
reference from Exhibit 10.35 to RealNetworks’ Annual Report on Form 10-K for the year ended December 31, 2010 filed
with the Securities and Exchange Commission on March 16, 2011)
10.41%* Amended and Restated Settlement Agreement dated as of March 10, 2006 between RealNetworks, Inc. and Microsoft
Corporation (incorporated by reference from Exhibit 10.24 to RealNetworks” Annual Report on form 10-K for the year
ended December 31, 2005 filed with the Securities and Exchange Commission on March 16, 2006)
10.42* Transaction, Contribution and Purchase Agreement dated as of August 20, 2007 by and among Rhapsody America LLC,
RealNetworks, Inc., RealNetworks Digital Music of California, Inc., Viacom International Inc. and DMS Holdco Inc.
(incorporated by reference from Bxhibit 10.1 to RealNetworks’ Quarterly Report on Form 10-Q for the quarterly period
ended September 30, 2007 filed with the Securities and Exchange Comumission on November 9, 2007)
10.43 Amended and Restated Stockholder Agreement dated as of November 30, 2011 among Rhapsody International Inc.,
RealNetworks, Inc., RealNetworks Digital Music of California, Inc., Viacom International Inc., Napster, LLC, Best Buy
Co., Inc. and DMS Holdco Inc.
10.44* License Agreement, dated as of January 26, 2012, by and between RealNetworks, Inc. and Intel Corporation (incorporated
by reference from Exhibit 10.1 to RealNetworks’ Current Report on Form 8-K filed with the Securities and Exchange
Commission on January 30, 2012)
21.1 Subsidiaries of RealNetworks, Inc.
23.1 Consent of KPMG LLP
24.1 Power of Attorney (included on signature page)
31.1 Certification of Thomas Nielsen, President and Chief Executive Officer of RealNetworks, Inc., Pursuant to Exchange Act
Rules 13a-14(a) and 15d-14(a), as Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
31.2 Certification of Michael Eggers, Senior Vice President, Chief Financial Officer and Treasurer of RealNetworks, Inc.,
Pursuant to Exchange Act Rules 13a-14(a) and 15d-14(a), as Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of
2002
32.1 Certification of Thomas Nielsen, President and Chief Executive Officer of RealNetworks, Inc., Pursuant to 18 U.S.C.
Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
32.2 Certification of Michael Eggers, Senior Vice President, Chief Financial Officer and Treasurer of RealNetworks, Inc.,
Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
101.INS** XBRL Instance Document
101.SCH** XBRL Taxonomy Extension Schema Document
101.CAL** XBRL Taxonomy Extension Calculation Linkbase Document
101.LAB** XBRL Taxonomy Extension Label Linkbase Document
101 PRE** XBRL Taxonomy Extension Presentation Linkbase Document
101.DEF** XBRL Taxonomy Extension Definition Linkbase Document

**  Pyrsuant to Rule 406T of Regulation S-T, these interactive data files are deemed not filed or part of a registration statement or prospectus
for purposes of Sections 11 or 12 of the Securities Act of 1933 or Section 18 of the Securities Exchange Act of 1934 and otherwise are
not subject to lability.

Executive Compensation Plan or Agreement

*  Portions of this exhibit are omitted and were filed separately with the Securities and Exchange Commission pursuant to the Company’s
application requesting confidential treatment under Rule 24b-2 of the Securities Exchange Act of 1934, as amended.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused this Report to
be signed on its behalf by the undersigned, thereunto duly authorized, in the City of Seattle, State of Washington, on February 29, 2012.

REALNETWORKS, INC.

By: /s/ THOMAS NIELSEN
Thomas Nielsen
President and Chief Executive Officer

POWER OF ATTORNEY

Each person whose signature appears below hereby constitutes and appoints Thomas Nielsen and Tracy Daw, and each of them severally,
his or her true and lawful attorneys-in-fact and agents, with full power to act without the other and with full power of substitution and
resubstitution, to execute in his or her name and on his or her behalf, individually and in each capacity stated below, any and all amendments
and supplements to this Report, and any and all other instruments necessary or incidental in connection herewith, and to file the same with the

Commission.

Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has been signed below by the following persons on
behalf of the Registrant and in the capacities indicated below on February 29, 2012.

Signature

/s/ THOMAS NIELSEN

Thomas Nielsen

/s/ MICHAEL EGGERS

Michael Eggers

/s/ ROBERT GLASER

Robert Glaser

/s/ ERIC A. BENHAMOU

Eric A. Benhamou

/s/ KALPANA RAINA

Kalpana Raina

/s/ JANICE ROBERTS

Janice Roberts

/s/ MICHAEL B. SLADE

Michael B. Slade

/s/ DOMINIQUE TREMPONT

Dominique Trempont

Title

President, Chief Executive Officer and Director
(Principal Executive Officer)

Senior Vice President, Chief Financial Officer and Treasurer
(Principal Financial and Accounting Officer)
Chairman of the Board
Director
Director
Director

Director

Director
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Inc., RealNetworks Digital Music of California, Inc., Viacom International Inc. and DMS Holdco Inc. (incorporated by reference
from Exhibit 2.1 to RealNetworks’ Current Report on Form 8-K filed with the Securities and Exchange Commission on April 6,
2010)

Combination Agreement by and among RealNetworks, Inc., RN International Holdings B.V. and WiderThan Co., Ltd. dated as
of September 12, 2006 (incorporated by reference from Exhibit 2.1 to RealNetworks’ Current Report on Form 8-K filed with the
Securities and Exchange Commission on September 14, 2006)

Asset Purchase Agreement, dated as of January 26, 2012, by and between RealNetworks, Inc. and Intel Corporation
(incorporated by reference from Exhibit 2.1 to RealNetworks” Current Report on Form 8-K filed with the Securities and
Exchange Commission on January 30, 2012). Certain schedules and exhibits referenced in the Asset Purchase Agreement have
been omitted in accordance with Item 601(b)(2) of Regulation S-K. A copy of any omitted schedule or exhibit will be furnished
supplementally to the Securities and Exchange Commission upon request.

Amended and Restated Articles of Incorporation (incorporated by reference from Exhibit 3.1 to RealNetworks” Quarterly Report
on Form 10-Q for the quarterly period ended June 30, 2000 filed with the Securities and Exchange Commission on August 11,
2000)

Articles of Amendment to the Amended and Restated Articles of Incorporation of RealNetworks, Inc. (incorporated by reference
from Exhibit 3.1 to RealNetworks’ Current Report on Form 8-K filed with the Securities and Exchange Commission on August
31,2011)

Amended and Restated Bylaws effective July 23, 2010 (incorporated by reference from Exhibit 3.1 to RealNetworks’ Current
Report on Form 8-K filed with the Securities and Exchange Commission on July 29, 2010)

Amended and Restated Shareholder Rights Plan dated as of December 2, 2008, by and between RealNetworks, Inc. and Mellon
Investor Services LLC including the form of Certificate of Designation, the form of Rights Certificate and the Summary of
Rights attached thereto as Exhibits A, B and C, respectively (incorporated by reference from Exhibit 4.1 to RealNetworks’

Form 8-K filed with the Securities and Exchange Commission on December 3, 2008)

RealNetworks, Inc. 1995 Stock Option Plan (incorporated by reference from Exhibit 99.1 to RealNetworks’ Registration
Statement on Form S-8 filed with the Securities and Exchange Commission on September 14, 1998)

RealNetworks, Inc. 1996 Stock Option Plan, as amended and restated on June 1, 2001 (incorporated by reference from

Exhibit 10.1 to RealNetworks’ Quarterly Report on Form 10-Q for the quarterly period ended June 30, 2001 filed with the
Securities and Exchange Commission on August 13, 2001)

Amendment No. 1 to the RealNetworks, Inc. 1996 Stock Option Plan, as amended and restated on June 1, 2001 (incorporated by
reference from Exhibit 10.3 to RealNetworks’ Current Report on Form 8-K filed with the Securities and Exchange Commission
on December 21, 2009)

RealNetworks, Inc. 2000 Stock Option Plan, as amended and restated on June 1, 2001 (incorporated by reference from

Exhibit 10.2 to RealNetworks’ Quarterly Report on Form 10-Q for the quarterly period ended June 30, 2001 filed with the
Securities and Exchange Commission on August 13, 2001)

Amendment No. 1 to the RealNetworks, Inc. 2000 Stock Option Plan, as amended and restated on June 1, 2001 (incorporated by
reference from Exhibit 10.2 to RealNetworks’ Current Report on Form 8-K filed with the Securities and Exchange Commission
on December 21, 2009)

RealNetworks, Inc. 2002 Director Stock Option Plan (incorporated by reference from Exhibit 10.2 to RealNetworks’ Quarterly
Report on Form 10-Q for the quarterly period ended June 30, 2002 filed with the Securities and Exchange Commission on

July 25, 2002)

Form of Stock Option Agreement under the RealNetworks, Inc. 1996 Stock Option Plan, as amended and restated (incorporated
by reference from Exhibit 10.1 to RealNetworks’ Quarterly Report on Form 10-Q for the quarterly period ended September 30,
2002 filed with the Securities and Exchange Commission on November 14, 2002)

Form of Stock Option Agreement under the RealNetworks, Inc. 2000 Stock Option Plan, as amended and restated (incorporated
by reference from Exhibit 10.2 to RealNetworks’ Quarterly Report on Form 10-Q for the quarterly period ended September 30,
2002 filed with the Securities and Exchange Commission on November 14, 2002)

Forms of Stock Option Agreement under the RealNetworks, Inc. 2002 Director Stock Option Plan (incorporated by reference
from Exhibit 10.3 to RealNetworks’ Quarterly Report on Form 10-Q for the quarterly period ended September 30, 2002 filed
with the Securities and Exchange Commission on November 14, 2002)
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RealNetworks, Inc. 2007 Employee Stock Purchase Plan as amended and restated effective October 18, 2010 (incorporated by
reference from Exhibit 10.10 to RealNetworks’ Annual Report on Form 10-K for the year ended December 31, 2010 filed with the
Securities and Exchange Commission on March 16, 2011)

RealNetworks, Inc. 2007 Director Compensation Stock Plan (incorporated by reference from Exhibit 10.9 to RealNetworks’ Annual
Report on Form 10-K for the year ended December 31, 2007 filed with the Securities and Exchange Commission on February 29,
2008)

RealNetworks, Inc. 2005 Stock Incentive Plan, as amended and restated effective December 17, 2009 (incorporated by reference
from Bxhibit 10.1 to RealNetworks’ Current Report on Form 8-K filed with the Securities and Exchange Commission on
December 21, 2009)

Form of Non-Qualified Stock Option Terms and Conditions for use under the RealNetworks, Inc. 2005 Stock Incentive Plan, as
amended and restated (incorporated by reference from Bxhibit 10.11 to RealNetworks’” Annual Report on Form 10-K for the year
ended December 31, 2006 filed with the Securities and Exchange Comnission on March 1, 2007)

Form of Restricted Stock Units Terms and Conditions for use under the RealNetworks, Inc. 2005 Stock Incentive Plan, as amended
and restated (incorporated by reference from Exhibit 10.12 to RealNetworks’ Annual Report on Form 10-K for the year ended
December 31, 2006 filed with the Securities and Exchange Commission on March 1, 2007)

Form of Performance Restricted Stock Units Terms and Conditions for use under the RealNetworks, Inc. 2005 Stock Incentive
Plan, as amended and restated (incorporated by reference from Exhibit 10.6 to RealNetworks’ Quarterly Report on Form 10-Q for
the quarterly period ended June 30, 2011 filed with the Securities and Exchange Commission on August 9, 2011)

Lease dated January 21, 1998 between RealNetworks, Inc. as Lessee and 2601 Elliott, LLC, as amended (incorporated by reference
from Exhibit 10.1 to RealNetworks’ Quarterly Report on Form 10-Q for the quarterly period ended September 30, 2004 filed with
the Securities and Exchange Commission on November 9, 2004)

Form of Director and Officer Indemnification Agreement (incorporated by reference from Exhibit 10.14 to RealNetworks’
Registration Statement on Form S-1 filed with the Securities and Exchange Commission on September 26, 1997 (File No. 333-
36553))

Voting Agreement dated September 25, 1997 by and among RealNetworks, Robert Glaser, Accel IV L.P., Mitchell Kapor and
Bruce Jacobsen (incorporated by reference from Exhibit 10.17 to RealNetworks’ Registration Statement on Form S-1 filed with the
Securities and Exchange Commission on September 26, 1997 (File No. 333-36553))

Agreement dated September 26, 1997 by and between RealNetworks and Robert Glaser (incorporated by reference from

Exhibit 10.18 to RealNetworks’ Registration Statement on Form S-1 filed with the Securities and Exchange Commission on
September 26, 1997 (File No. 333-36553))

Employment Agreement and Development, Confidentiality and Noncompetition Agreement by and between Thomas Nielsen and
RealNetworks, Inc. effective as of November 9, 2011

Offer Letter dated February 13, 2006 between RealNetworks, Inc. and Michael Eggers (incorporated by reference from

Exhibit 10.19 to RealNetworks’ Annual Report on form 10-K for the year ended December 31, 2005 filed with the Securities and
Exchange Commission on March 16, 2006)

Offer Letter dated January 23, 2009 between RealNetworks, Inc. and Bob Kimball (incorporated by reference from Exhibit 10.26 to
RealNetworks’ Annual Report on Form 10-K for the year ended December 31, 2008 filed with the Securities and Exchange
Commission on March 2, 2009)

Offer Letter dated January 17, 2008 between RealNetworks, Inc. and Michael Lunsford (incorporated by reference from Exhibit
10.23 to RealNetworks’ Annual Report on Form 10-K for the year ended December 31, 2009 filed with the Securities and Exchange
Commission on March 10, 2010)

Offer Letter dated September 2, 2010 between RealNetworks, Inc. and Tracy D. Daw (incorporated by reference from Exhibit 10.23
to Amendment No. 1 to RealNetworks’ Annual Report on Form 10-K/A for the year ended December 31, 2010 filed with the
Securities and Exchange Commission on May 2, 2011)

Offer Letter dated January 5, 2009 between RealNetworks, Inc. and Hank Skorny (incorporated by reference from Exhibit 10.1 to
RealNetworks’ Quarterly Report on Form 10-Q filed with the Securities and Exchange Commission on August 9, 2010)

Promotion Letter dated October 23, 2009 between RealNetworks, Inc. and Hank Skorny (incorporated by reference from Exhibit
10.23 to RealNetworks’ Annual Report on Form 10-K for the year ended December 31, 2010 filed with the Securities and Exchange
Commission on March 16, 2011)

Retention Letter dated February 24, 2010 between RealNetworks, Inc. and Robert Kimball (incorporated by reference from

Exhibit 10.1 to RealNetworks’ Current Report on Form 8-K filed with the Securities and Exchange Commission on February 26,
2010)

Retention Letter dated February 24, 2010 between RealNetworks, Inc. and Michael Eggers (incorporated by reference from
Exhibit 10.2 to RealNetworks’ Current Report on Form 8-K filed with the Securities and Exchange Commission on February 26,
2010)

Retention Letter dated February 24, 2010 between RealNetworks, Inc. and Michael Lunsford (incorporated by reference from
Exhibit 10.3 to RealNetworks’ Current Report on Form 8-K filed with the Securities and Exchange Commission on February 26,
2010)
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Retention Letter dated February 24, 2010 between RealNetworks, Inc. and Tracy D. Daw (incorporated by reference from Exhibit
10.30 to RealNetworks’ Annual Report on Form 10-K/A for the year ended December 31, 2010 filed with the Securities and
Exchange Commission on May 2, 2011) .

Retention Letter dated April 16, 2010 between RealNetworks, Inc. and Hank Skorny (incorporated by reference from Exhibit 10.2
to RealNetworks’ Quarterly Report on Form 10-Q filed with the Securities and Exchange Commission on August 9,2010)

Change in Control and Severance Agreement dated February 24, 2010 between RealNetworks, Inc. and Robert Kimball
(incorporated by reference from Exhibit 10.4 to RealNetworks’ Current Report on Form 8-K filed with the Securities and Exchange
Commission on February 26, 2010)

Separation Agreement and Release between RealNetworks, Inc. and Robert Kimball dated March 28, 2011 (incorporated by
reference from Exhibit 10.1 to RealNetworks’ Current Report on Form 8-K filed with the Securities and Exchange Commission on
May 10, 2011)

Severance Letter Agreement dated May 31, 2011 between RealNetworks, Inc. and Michael Lunsford (incorporated by reference
from Exhibit 10.1 to RealNetworks’ Quarterly Report on Form 10-Q for the quarterly period ended June 30, 2011 filed with the
Securities and Exchange Commission on August 9, 2011)

Severance Letter Agreement dated May 31, 2011 between RealNetworks, Inc. and Michael Eggers (incorporated by reference from
Exhibit 10.2 to RealNetworks’ Quarterly Report on Form 10-Q for the quarterly period ended June 30, 2011 filed with the
Securities and Bxchange Commission on August 9, 2011)

Severance Letter Agreement dated May 31, 2011 between RealNetworks, Inc. and Tracy D. Daw (incorporated by reference from
Exhibit 10.2 to RealNetworks’ Quarterly Report on Form 10-Q for the quarterly period ended June 30, 2011 filed with the
Securities and Exchange Commission on August 9, 2011)

Severance Letter Agreement dated May 31, 2011 between RealNetworks, Inc. and Hank Skorny (incorporated by reference from
Exhibit 10.2 to RealNetworks’ Quarterly Report on Form 10-Q for the quarterly period ended June 30, 2011 filed with the
Securities and Exchange Commission on August 9, 2011)

Form of Amended and Restated Change in Control and Severance Agreement effective May 31, 2011 between RealNetworks, Inc.
and each of Michael Lunsford, Michael Eggers, Hank Skorny and Tracy D. Daw (incorporated by reference from Exhibit 10.5 to
RealNetworks’ Quarterly Report on Form 10-Q for the quarterly period ended June 30, 2011 filed with the Securities and Exchange
Commission on August 9, 2011)
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10.39% Form of MBO Plan Document under the RealNetworks, Inc. 2010 Executive Compensation Program (incorporated by
reference from Exhibit 10.2 to RealNetworks’ Quarterly Report on Form 10-Q filed with the Securities and Exchange
Commission on November 9, 2010)

10.40% Form of MBO Plan Document under the RealNetworks, Inc. 2011 Executive Compensation Program (incorporated by
reference from Exhibit 10.35 to RealNetworks’ Annual Report on Form 10-K for the year ended December 31, 2010 filed
with the Securities and Exchange Commission on March 16, 2011)

10.41%* Amended and Restated Settlement Agreement dated as of March 10, 2006 between Rea[Networks, Inc. and Microsoft
Corporation (incorporated by reference from Exhibit 10.24 to RealNetworks” Annual Report on form 10-K for the year
ended December 31, 2005 filed with the Securities and Exchange Commission on March 16, 2006)

10.42* Transaction, Contribution and Purchase Agreement dated as of August 20, 2007 by and among Rhapsody America LLC,
RealNetworks, Inc., RealNetworks Digital Music of California, Inc., Viacom International Inc. and DMS Holdco Inc.
(incorporated by reference from Exhibit 10.1 to RealNetworks’ Quarterly Report on Form 10-Q for the quarterly period
ended September 30, 2007 filed with the Securities and Exchange Commission on November 9, 2007)

10.43 Amended and Restated Stockholder Agreement dated as of November 30, 2011 among Rhapsody International Inc.,
RealNetworks, Inc., RealNetworks Digital Music of California, Inc., Viacom International Inc., Napster, LLC, Best Buy
Co., Inc. and DMS Holdco Inc.

10.44* License Agreement, dated as of January 26, 2012, by and between RealNetworks, Inc. and Intel Corporation (incorporated
by reference from Exhibit 10.1 to RealNetworks’ Current Report on Form 8-K filed with the Securities and Exchange
Commission on January 30, 2012)

21.1 Subsidiaries of RealNetworks, Inc.

23.1 Consent of KPMG LLP

24.1 Power of Attorney (included on signature page)

31.1 Certification of Thomas Nielsen, President and Chief Executive Officer of RealNetworks, Inc., Pursuant to Exchange Act
Rules 13a-14(a) and 15d-14(a), as Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

31.2 Certification of Michael Eggers, Senior Vice President, Chief Financial Officer and Treasurer of RealNetworks, Inc.,
Pursuant to Exchange Act Rules 13a-14(a) and 15d-14(a), as Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of
2002

32.1 Certification of Thomas Nielsen, President and Chief Executive Officer of RealNetworks, Inc., Pursuant to 18 U.S.C.
Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

32.2 Certification of Michael Eggers, Senior Vice President, Chief Financial Officer and Treasurer of RealNetworks, Inc.,
Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

101.INS** XBRL Instance Document

101.SCH** XBRL Taxonomy Extension Schema Document

101.CAL** XBRL Taxonomy Extension Calculation Linkbase Document

101.LAB** XBRL Taxonomy Extension Label Linkbase Document

101.PRE** XBRL Taxonomy Extension Presentation Linkbase Document

101.DEF** XBRL Taxonomy Extension Definition Linkbase Document

**%  Pursuant to Rule 406T of Regulation S-T, these interactive data files are deemed not filed or part of a registration statement or prospectus
for purposes of Sections 11 or 12 of the Securities Act of 1933 or Section 18 of the Securities Exchange Act of 1934 and otherwise are
not subject to liability.

+  Executive Compensation Plan or Agreement

*  Portions of this exhibit are omitted and were filed separately with the Securities and Exchange Commission pursuant to the Company’s
application requesting confidential treatment under Rule 24b-2 of the Securities Exchange Act of 1934, as amended.
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Exhibit 10.20

REALNETWORKS, INC,
THOMAS NIELSEN EMPLOYMENT AGREEMENT

This Employment Agreement (the “ Agreement ) is made and entered into by and between Thomas Nielsen (“ Executive ?y and

RealNetworks, Inc., a Washington corporation (the “ Company ), effective as of November 9, 2011 (the “ Effective Date ”). The Agreement
replaces the offer letter and attached terms of executive employment agreement for Executive, which were dated October 18, 2011.

1. Duties and Scope of Employment .

(a) Positions and Duties . As of the Effective Date, Executive will serve as the Company’s President and Chief Executive Officer.
Executive will report to the Company’s Board of Directors (the “ Board ”). As of the Effective Date, Executive will render such business
and professional services in the performance of his duties, consistent with Executive’s position within the Company, as will reasonably be
assigned to him by the Board.

(b) Board Membership . Executive will be appointed to serve as a member of the Board as soon as practicable after the Effective
Date. Thereafter, at each annual meeting of the Company’s stockholders during the Employment Term (as defined below) at which
Executive’s director class is up for election, the Company will nominate Executive to serve as a member of the Board. Executive’s
service as a member of the Board will be subject to any required stockholder approval. Upon the termination of Executive’s employment
for any reason, unless otherwise requested by the Board, Executive will be deemed to have resigned from the Board (and all other
positions held at the Company and its affiliates), without any further required action by Executive, as of the end of Executive’s
employment and Executive, at the Board’s request, will execute any documents necessary to reflect his resignation.

(c) Obligations . During the Employment Term, Executive will devote Executive’s full business efforts and time to the Company
and will use good faith efforts to discharge Executive’s obligations under this Agreement to the best of Executive’s ability and in
accordance with the Company’s corporate governance guidelines and code of business conduct and ethics. For the duration of the
Employment Term, Executive agrees not to actively engage in any other employment, occupation, or consulting activity for any direct or
indirect remuneration without the prior approval of the Board (which approval will not be unreasonably withheld); provided, however,
that Executive may, without additional approval of the Board (but in accordance with and subject to Company policies as then in effect),
serve (i) as a non-employee director or PNI Digital Media Inc., and (ii) in any capacity with any civic, educational, or charitable
organization, provided in all cases that such services do not interfere with Executive’s obligations to the Company. Executive hereby
represents and warrants to the Company that Executive is not party to any contract, understanding, agreement or policy, written or
otherwise, that would be breached by Executive’s entering into, or performing services under, this Agreement. Executive further
represents that he disclosed to the Company in writing all threatened, pending, or actual claims
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that were unresotved and still outstanding as of the Effective Date, in each case, against Executive of which he was aware, if any, as a
result of his employment with any previous employer or his membership on any boards of directors.

(d) Other Entities . The Executive acknowledges that in the course of his duties that he may be appointed to serve as an officer or
director of one or more of the Company’s subsidiaries, partnerships, joint ventures, limited liability companies and other affiliates,
including entities in which the Company has a significant investment and Executive agrees to serve without additional compensation as
an officer and director for any such subsidiaries, partnerships, joint ventures, limited liability companies or other affiliates. As used in this
Agreement, the term “affiliates” will include any entity controlled by, controlling, or under common control of the Company.
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2. Term of Agreement . Subject to earlier termination as provided for below, this Agreement will have an initial term of four (4) years
commending on the Effective Date. This Agreement shall automatically extend for successive additional terms of one (1) year each (each, a *
Successive One-Year Term ”) unless, at least ninety (90) days prior to the end of the initial four (4) year term or any Successive One-Year
Term, the Company or Executive gives written notice of intent to terminate this Agreement (a “ Notice of Non-Renewal ”). The term of
employment under this Agreement shall include the initial four (4) year period and any extension thereof (the “ Employment Term ”). If
Executive’s employment terminates as a result of the receipt of a Notice of Non-Renewal from the Company, Executive may be entitled to the
payments and benefits under Section 8 or Section 9 of this Agreement, as provided in such Sections. For the avoidance of doubt, unless the
Company actually sends, and Executive actually receives from the Company, a Notice of Non-Renewal, Executive will not be entitled to
severance payments or benefits on account of non-renewal of this Agreement.

3. At-Will Employment . Executive and the Company agree that Executive’s employment with the Company constitutes “at-will”
employment. Executive and the Company acknowledge that this employment relationship may be terminated at any time, upon written notice
to the other party, with or without good cause or for any or no cause, at the option either of the Company or Executive. However, as described
in this Agreement, Executive may be entitled to severance benefits depending upon the circumstances of Executive’s termination of
employment.

4, Compensation .

(a) Base Salary . As of the Effective Date, the Company will pay Executive an annual salary of $450,000 as compensation for his
services (such annual salary, as is then effective, to be referred to herein as “ Base Salary ). The Base Salary will be paid periodically in
accordance with the Company’s normal payroll practices and be subject to the usual, required withholdings.

(b) Annual Incentive . Executive will be eligible to receive annual incentives payable for the achievement of performance goals
established by the Compensation Committee of the Board (the “ Committee ). For the Company’s fiscal year 2012, and for the remainder
of the Employment Term, Executive’s target annual incentive will be not less than one hundred percent

D
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al earned annual cash incentive, if any, payable to Executive for any performance period will depend
upon the extent to which the applicable performance goal(s) specified by the Committee are achieved or exceeded and may be adjusted
for under- or over-performance. Each annual incentive will be subject to the terms of the Company’s bonus plan then in effect for
Company senior executives. For the remainder of the Company’s fiscal year 2011, Executive will be entitled to a prorated annual
incentive based on the portion of the year that Executive works and will be based on non-financial performance goals to be established by
the Committee after discussion with Executive.

(c) Signing Bonus . Executive will receive a signing bonus in the amount of $100,000 payable during January 2012. If, within the
first year of employment with the Company, Executive terminates employment voluntarily without “Good Reason” or is terminated for
“Cause” (both as defined below), Executive shall be required to repay the bonus to the Company within thirty (30) days of such
termination.

(d) Stock Options . Subject to approval of the Board, Executive will be granted, as soon as administratively practicable on or
following the Effective Date, stock options to purchase 880,000 of shares of Company common stock at an exercise price equal to one
hundred percent (100%) of the fair market value on the date of grant (the “ Stock Option ”). The Stock Option will be subject to the
Company’s standard terms and conditions, including a maximum term of seven years and will be subject to the Company’s standard form
of stock option agreement. The vesting schedule for the Stock Option will be as follows:

(i) The vesting schedule for 640,000 of the options subject to the Stock Option will be based only on Executive’s continued
service to the Company. These options will be scheduled to vest as to twenty-five (25%) of the covered shares on the first
anniversary of the Effective Date and as to an additional twelve and one-half percent (12.5%) of the shares on each succeeding six-
month anniversary so that this portion of the option is fully vested four years after the date of grant. Except to the limited extent
expressly provided in Section 8 and Section 9 of this agreement, in order to vest in any shares on any particular vesting date,
Executive must remain employed with the Company as President and Chief Executive Officer continuously through such date.

(ii) The vesting schedule for options representing the remaining 240,000 shares subject to the Stock Option will be based on
the achievement of a price target for the Company’s common stock and Executive’s continued service with the Company as
President and Chief Executive Officer (the « Performance Option ). These Performance Options will vest only if the average
closing price for the Company’s common stock during a period of thirty (30) consecutive trading days is at least two times the
average closing price of the Company’s common stock for the ninety (90) calendar days preceding the Effective Date. The thirty
(30) and ninety (90) day average closing prices will be adjusted for any extraordinary cash dividend or stock split.

(iii) If (and only if) the price target is satisfied, 120,000 of the shares covered by the Performance Option immediately will
vest as of the date the price target finally is satisfied. The remaining unvested shares subject to the Performance Option will vest in
substantially equal monthly installments, until the Performance Option is fully vested, equal to (a) 30/1460

R A o NPl R G DRI S/ S SN

3.



|

0000099060000 0020220000000000000000000000000000

Ll I NI AL T AT RS YA N i

multiplied by (b) 240,000. If the closing price target has been
of the Effective Date, those remaining shares subject to the Performance Option will immediately vest. Except to the limited extent
expressly provided in Section 8 and Section 9 of this agreement, in order to vest in any shares on any particular vesting date,
Executive must remain employed with the Company as President and Chief Executive Officer continuously through such date.

5. Employee Benefits .

(a) Generally . Executive will be eligible to participate in accordance with the terms of all Company employee benefit plans,
policies and arrangements that are applicable to other executive officers of the Company; as such plans, policies and arrangements may
exist from time to time.

(b) Relocation . Executive will be eligible for relocation benefits and services in accordance with the Company’s standard programs
for senior executives. These benefits will include (but not be limited to) two house hunting trips to Seattle, Washington for Executive and
Executive’s spouse, reasonable temporary living costs for Executive from the Effective Date until December 5, 2011, and up to one
hundred twenty (120) days thereafter for Executive and Executive’s spouse. The total amount reimbuzsable for temporary living costs
will not exceed $25,000 and will be paid to Executive as soon as reasonably practicable following the incursion of such expenses and
after submission of appropriate receipts and documentation, but in no event later than December 31, 2012.

() Vacation . Executive will be entitled to receive paid annual vacation in accordance with Company policy for other senior
executive officers.

6. Expenses . The Company will reimburse Executive for reasonable travel, entertainment and other expenses incurred by Executive in

the furtherance of the performance of Executive’s duties hereunder, in accordance with the Company’s expense reimbursement policy as in
effect from time to time.

7. Termination of Employment .

(8) Accrued Payments . In the event Executive’s employment with the Company terminates for any reason, Executive will be

entitled to any (a) unpaid Base Salary accrued up to the effective date of termination; (b) pay for accrued but unused vacation; (c) benefits
or compensation as provided under the terms of any employee benefit and compensation agreements or plans applicable to Executive;
(d) unreimbursed business expenses required to be reimbursed to Executive; and (e) rights to indemnification Executive may have under
the Company’s or its subsidiaries’ and affiliates’ Articles of Incorporation, Bylaws, or separate indemnification agreement, as applicable.
In addition, if the termination is in the circumstances described in Section 8 or Section 9 of this Agreement, Executive will be entitled to
the amounts and benefits to the extent provided in Section 8 or 9 below as applicable.

4
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(b) Voluntary Resignation without Good Reason; Termination for Cause; Death or Disability . If Executive’s employment with th
Company terminates voluntarily by Executive (except upon resignation for Good Reason), for Cause by the Company, or due to
Executive’s death or Disability, then (i) all vesting will terminate immediately with respect to Executive’s outstanding equity awards
(including any performance Options that have not converted to time-based options), (ii) all payments of compensation by the Company to
Executive hereunder will terminate immediately (except as to amounts already earned), and (iii) Executive will only be eligible for
severance benefits in accordance with the Company’s established policies, if any, as then in effect.
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8. Severance Benefits During Employment Term and Outside the Change in Control Period . If, during the Employment Term and outside

the Change in Control Period, (i) the Company terminates Executive’s employment with the Company for a reason other than Cause,
Executive’s death or Disability, (ii) Executive resigns for Good Reason, or (iii) the Company provides Executive with a Notice of Non-
Renewal, then, in each case subject to Section 10, Executive will receive the following severance from the Company:

(a) Base Salary Severance . Executive will receive continued payment of Executive’s annual base salary for a period of eighteen
(18) months payable in accordance with the Company’s then-standard payroll practices, with such annual base salary being determined so
as to provide the highest annual base salary among the following: (i) immediately prior to Executive’s termination of employment, and
(ii) immediately prior to any reduction of Executive’s base salary described in clause (ii) of the definition of “Good Reason” under
Section 12(f) below.

(b) Prorated Incentive Bonus . Executive will receive a lump sum severance payment equal to Executive’s prorated bonus for any
partial incentive bonus period (based on the number of days Executive remained an employee of the Company) through the date of
Executive’s termination of employment (based upon actual performance of the applicable performance goals through the date of such
termination) to the extent not already paid. Such amount will be paid within the Applicable Payment Period.

(c) Stock Options . All of Executive’s unvested and outstanding time-based stock options (including performance-based stock
options that have been converted to time-based following achievement of the applicable performance goals), will be accelerated as to an
additional twelve (12) months of vesting and become exercisable as of the date of Executive’s termination of employment.

(d) Continued Employee Benefits . If Executive elects continuation coverage pursuant to the Consolidated Omnibus Budget
Reconciliation Act of 1985, as amended (“ COBRA *) for Executive and Executive’s eligible dependents (as applicable), within the time
period prescribed pursuant to COBRA, the Company will reimburse Executive for, or pay directly on Executive’s behalf, the COBRA
premiums for such coverage (at the coverage levels in effect immediately prior to Executive’s termination of employment) until the
earlier of (A) a period of twelve (12) months from the last date of employment of the Executive with the Company, or (B) the date upon
which Executive becomes covered under similar plans. Notwithstanding
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anything to the contrary in this Section 8(d), if the Company determines in its sole discretion that it cannot provide the COBRA benefits
without potentially violating applicable law (including, without limitation, Section 2716 of the Public Health Service Act), the Company
will in lieu thereof provide to Executive a taxable monthly payment in an amount equal to the monthly COBRA premium that Executive
would be required to pay to continue his group health coverage in effect on the date of his termination of employment (which amount will
be based on the premium for the first month of COBRA coverage), which payments will be made regardless of whether Executive elects
COBRA continuation coverage and will commence in the month following the month in which Executive terminates employment and
will end on the earlier of (x) the date upon which Executive becomes covered under similar plans or (y) the last day of the twelfth (12

) calendar month following the month in which Executive terminations employment.

B A,

9. Severance Benefits During Employment Term and Within the Change in Control Period . If, during the Employment Term and within
the Change in Control Period, (i) the Company terminates Executive’s employment with the Company for a reason other than Cause,

Executive’s death or Disability, (ii) Executive resigns for Good Reason, or (iii) the Company provides Executive with a Notice of Non-
Renewal, then, in each case subject to Section 10, Executive will receive the following severance from the Company:

(a) Base Salary Severance . Executive will receive a lump sum severance payment equal to two hundred percent (200%) of
Executive’s annual base salary as in effect at the time that provides the highest annual base salary among the following: (i) immediately
prior to Executive’s termination of employment, (ii) immediately prior to any reduction of Executive’s base salary described in clause (it)
of the definition of “Good Reason” under Section 12(f) below, and (iii) immediately prior to the Change in Control. Such amount will be
paid within the Applicable Payment Period.

(b) Target Bonus Severance . Executive will receive a lump sum severance payment equal to two hundred percent (200%) of
Executive’s target bonus as in effect for such period that provides the highest target bonus for Executive among the following: (@) the
fiscal year in which Executive’s termination occurs (unless the termination occurs as a result of clause (iii) of the definition of “Good
Reason” under Section 12(£) below, in which case the amount will be equal to Executive’s target bonus in effect prior to such reduction),
(ii) the fiscal year in which the Change in Control occurs, and (iii) the fiscal year preceding the fiscal year in which the Change in Control
occurs. Such amount will be paid within the Applicable Payment Period.

(c) Prorated Incentive Bonus . Executive will receive a lump sum severance payment equal to Executive’s prorated bonus for any
partial incentive bonus period (based on the number of days Executive remained an employee of the Company) through the date of
Executive’s termination of employment (based upon actual performance of the applicable performance goals through the date of such
termination) to the extent not already paid. Such amount will be paid within the Applicable Payment Period.

(d) Stock Options . All of Executive’s unvested and outstanding time-based stock options (including performance-based stock
options that have been converted to time-based

-6-
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enty-four (24) months of vesting

following achievement of the applicable performance goals), will be accelerated as to an additional t
and become exercisable as of the date of Executive’s termination of employment.

() Continued Employee Benefits . If Executive elects continuation coverage pursuant to COBRA for Executive and Executive’s
eligible dependents (as applicable), within the time period prescribed pursuant to COBRA, the Company will reimburse Executive for, or
pay directly on Executive’s behalf, the COBRA premiums for such coverage (at the coverage levels in effect immediately prior to
Executive’s termination of employment) until the earlier of (A) a period of eighteen (18) months from the last date of employment of the
Executive with the Company, or (B) the date upon which Executive becomes covered under similar plans. Notwithstanding anything to
the contrary in this Section 9(d), if the Company determines in its sole discretion that it cannot provide the COBRA benefits without
potentially violating applicable law (including, without limitation, Section 2716 of the Public Health Service Act), the Company will in
lieu thereof provide to Executive a taxable monthly payment in an amount equal to the monthly COBRA premium that Executive would
be required to pay to continue his group health coverage in effect on the date of his termination of employment (which amount will be
based on the premium for the first month of COBRA coverage), which payments will be made regardless of whether Executive elects
COBRA continuation coverage and will commence in the month following the month in which Executive terminates employment and
will end on the earlier of (x) the date upon which Executive becomes covered under similar plans or (y) the last day of the eighteenth (18
) calendar month following the month in which Executive terminations employment.

10. Conditions to Receipt of Severance .

(2) Release of Claims Agreement . The receipt of any severance payments or benefits pursuant to this Agreement is subject to
Executive signing and not revoking a release of claims in the form attached hereto as Exhibit A (the “ Release ), which must become
effective and irrevocable no later than the sixtieth (60 ) day following Executive’s termination of employment (the “ Release Deadline
). If the Release does not become effective and irrevocable by the Release Deadline, Executive will forfeit any right to severance
payments or benefits under this Agreement. In no event will severance payments or benefits be paid or provided until the Release actually
becomes effective and irrevocable.

(i) In the event the termination occurs at a time during the calendar year when the Release could become effective in the
calendar year following the calendar year in which Executive’s termination of employment occurs (whether or not it actually
becomes effective in the following year), then any severance payments and benefits under this Agreement that would be considered
Deferred Payments (as defined in Section 10(c) below) will be paid on the first payroll date to occur during the calendar year
following the calendar year in which such termination occurs, or, if later, (A) the date the Release actually becomes effective,

(B) such time as required by the payment schedule applicable to each payment or benefit as set forth in Section 10(a)(it), or
(C) such time as required by Section 10(c).
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(ii) No severance payments and benefits under this Agreement will be paid or provided unless and until the Release is signed
by Executive, delivered to the Company and if applicable, any seven day revocation period contained in the Release expires without
Executive revoking the Release. Any severance payments and benefits otherwise payable to Executive between the date of
Executive’s termination of employment and the date the Release is delivered to the Company and becomes irrevocable will be paid
on the date the Release is delivered to the Company (if the Release contains no seven day revocation petiod) or on the date that the
seven day revocation period expires (if the Release contains a seven day revocation period). In the event of Executive’s death
before all of the severance payments and benefits under this Agreement have been paid, such unpaid amounts will be paid in a lump
sum payment promptly following such event to Executive’s designated beneficiary, if living, or otherwise to the personal
representative of Executive’s estate.

(b) Non-competition, Non-disparagement, No-hire, and Non-solicitation . Executive agrees, to the extent permitted by applicable

law, that in the event Executive receives severance pay or other severance benefits pursnant to this Agreement,

(i) that for the applicable Restricted Period, Executive will not, either directly or indirectly, (i) serve as an advisor, agent,
consultant, director, employee, officer, partner, proprietor or otherwise of, (i) have any ownership interest in (except for passive
ownership of one percent (1%) or less of any entity whose securities have been registered under the Securities Act of 1933, as
amended, or Section 12 of the Securities Exchange Act of 1934, as amended) or (iii) participate in the organization, financing,
operation, management or control of, any business in competition with the Company’s business as conducted by the Company as of
the date of Executive’s termination of employment. The foregoing covenant shall cover Executive’s activities in every part of the
Territory. The covenants contained in this Section 10(b)(i) shall be construed as a series of separate covenants, one for each city,
county and state of any geographic area in the Territory. Except for geographic coverage, each such separate covenant shall be
deemed identical in terms to the covenant contained in this Section 10(b)(i). If, in any judicial proceeding, a court refuses to enforce
any of such separate covenants (or any part thereof), then such unenforceable covenant (or such part) shall be eliminated from this
Agreement to the extent necessary to permit the remaining separate covenants (or portions thereof) to be enforced. In the event the
provisions of this Section 10(b)(i) are deemed to exceed the time, geographic or scope limitations permitted by applicable law, then
such provisions shall be reformed to the maximum time, geographic or scope limitations, as the case may be, then permitted by such
law;

(ii) that for the applicable Restricted Period, Executive will refrain from any disparaging statements about the Company and
its officers, directors and affiliates, including, without limitation, the business, products, intellectual property, financial standing,
future, or employment/compensation/benefit practices of the Company; provided, however , that the foregoing requirement under
this Section 10(b)(ii) will not apply to any statements that Executive makes in addressing any statements made by the Company, its
officers and/or its directors regarding Executive or Executive’s performance as an employee of the Company so long as Executive’s
statements are, in the good faith judgment of Executive, truthful; and provided further that foregoing requirement under this
Section 10(b)(ii) will not apply to truthful testimony that Executive is required by law to provide, including a response to a
subpoena;
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(iif) that for the applicable Restricted Period, Executive will not, either directly or indirectly, solicit, induce, recruit or
encourage any of the Company’s employees to leave their employment, or hire or take away such employees, or attempt to solicit,
induce, recruit, encourage, hire or take away employees of the Company, either for Executive’s own purposes, or for any other
person or entity. Executive acknowledges and agrees that the Company is relying on Executive’s compliance with this Section 10
(b) as an essential term of this Agreement; and

(iv) if Executive becomes entitled to receive any severance benefits or payments pursuant to this Agreement and a majority of
the Board determines that Executive has committed a material violation of this Section 10 that results in substantial harm to the
Company, the Company will be entitled to cease providing and/or recover any severance payments made or benefits provided
pursuant to this Agreement. Before the Board makes any such determination, Executive will receive reasonable notice and an
opportunity to be heard (with Executive’s attorney) at a meeting of the Board. The Company’s rights pursuant to this Section 10(b)
are in addition to any remedies it may have for breach of contract or otherwise; further, the remaining terms of this Agreement, as
well as the Release contemplated by Section 10(), as applicable, will remain in full force and effect.

(c) Section 409A .

(i) Notwithstanding anything to the contrary in this Agreement, no severance payments or benefits payable to Executive, if
any, pursuant to Sections 8 or 9 of this Agreement that, when considered together with any other severance payments or separation
benefits, is considered deferred compensation under Internal Revenue Code Section 409A. (together, the * Deferred Payments )
will be payable until Executive has a “separation from service” within the meaning of Section 409A (* Section 4094 ”’) of the
Internal Revenue Code of 1986, as amended (the “ Code ). Similarly, no severance payable to Executive, if any, pursuant to this
Agreement that otherwise would be exempt from Section 409A pursuant to Treasury Regulation Section 1.409A-1(b)(9) will be
payable until Executive has a “separation from service” within the meaning of Section 409A.

(ii) Further, if Executive is a “specified employee” within the meaning of Section 409A at the time of Executive’s separation
from service (other than due to death), any Deferred Payments that otherwise are payable within the first six (6) months following
Executive’s separation from service will become payable on the first payroll date that occurs on or after the date six (6) months and
one (1) day following the date of Executive’s separation from service. All subsequent Deferred Payments, if any, will be payable in
accordance with the payment schedule applicable to each payment or benefit. Notwithstanding anything herein to the contrary, in
the event of Executive’s death following Executive’s separation from service but prior to the six (6) month anniversary of
Bxecutive’s separation from service (or any later delay date), then any payments delayed in accordance with this paragraph will be
payable in a lump sum as soon as administratively practicable after the date of Executive’s death and all other Deferred Payments
will be payable in accordance with the payment schedule applicable to each payment or benefit. Each payment and benefit payable
under the Agreement is intended to constitute a separate payment for purposes of Section 1.409A-2(b)(2) of the Treasury
Regulations.

-9-
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(iii) The foregoing provisions are intended to comply with, or be exempt from, the requirements of Section 409A so that none
of the severance payments and benefits to be provided under the Agreement will be subject to the additional tax imposed under
Section 409A, and any ambiguities herein will be interpreted to so comply or be exempt. Specifically, the payments hereunder are
intended to be exempt from the requirements of Section 409A under the “short-term deferral” rule set forth in Section 1.409A-1(b)
(4) of the Treasury Regulations or, in the case of Base Salary Severance paid pursuant to Section 8(2) of this Agreement or a portion
thereof, intended to be paid pursuant to a separation pay plan under the rules set forth in Section 1.409A-1(b)(9). Executive and
Company agree that this Agreement, as amended, complies in form with the requirements of Section 409A based on the applicable
IRS and Treasury regulations and guidance issued under Section 409A as of the date of this Agreement and the Company presently
does not intend to report any income to Executive under Section 409A with respect to benefits under this Agreement, as amended.
Executive and the Company agree to work together in good faith to consider amendments to the Agreement and to take such
reasonable actions which are necessary, appropriate or desirable to avoid imposition of any additional tax or income recognition
prior to actual payment to Executive under Section 409A. In no event will the Company reimburse Executive for any taxes that may
be imposed on Executive as result of Section 409A.

11. Limitation on Payments . In the event that the severance and other benefits provided for in this Agreement or otherwise payable to
Executive (i) constitute “parachute payments” within the meaning of Section 280G of the Code and (ii) but for this Section 11, would be
subject to the excise tax imposed by Section 4999 of the Code, then Executive’s severance and other benefits under this Agreement will be
either:

(a) delivered in full, or

(b) delivered as to such lesser extent which would result in no portion of such severance benefits being subject to excise tax under
Section 4999 of the Code,

whichever of the foregoing amounts, taking into account the applicable federal, state and local income taxes and the excise tax imposed by
Section 4999, results in the receipt by Executive on an after-tax basis, of the greatest amount of severance benefits, notwithstanding that all or
some portion of such severance benefits may be taxable under Section 4999 of the Code. Unless the Company and Executive otherwise agree
in writing, any determination required under this Section 11 will be made in writing by the Company’s independent public accountants
immediately prior to the Change in Control (the “ dccountants ”), whose determination will be conclusive and binding upon Executive and the
Company for all purposes. For purposes of making the calculations required by this Section 11, the Accountants may make reasonable
assumptions and approximations concerning applicable taxes and may rely on reasonable, good faith interpretations concerning the application
of Sections 280G and 4999 of the Code. The Company and Executive will furnish to the Accountants such information and documents as the
Accountants may reasonably request in order to make a determination under this Section. The Company will bear all costs the Accountants
may reasonably incur in connection with any calculations contemplated by this Section 11. If a reduction in severance and other benefits
constituting “parachute payments™ is necessary so that benefits are delivered to a lesser extent, reduction will occur in the following order:

(1) reduction of the cash severance payments; (2) cancellation of accelerated vesting of equity awards; and (3) reduction of
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celerated vesting of equity awards is to be cancelled, such vesting acceleration will be

12. Definition of Terms . The following terms referred to in this Agreement will have the following meanings:

(a) Applicable Payment Period . For the purposes of this Agreement, * Applicable Payment Period ” means a date within sixty
(60) days following the applicable of: (i) the Change in Control, in the case of the Company’s termination of Executive without Cause or
Executive’s resignation for Good Reason before a Change in Control as specified in Section 9; or (ii) the termination of employment, in
the case of the Company’s termination of Executive without Cause or Executive’s resignation for Good Reason pursuant to either
Section 8 or coincident with or after a Change in Control as specified in Section 9.

(b) Cause . For purposes of this Agreement, “ Cause ” means conduct involving one or more of the following: (i) the conviction of
Executive of, or plea of nolo contendere by Executive to, a felony involving moral turpitude (including under federal securities laws),
resulting in material harm to the Company; (ii) the willful, substantial and continuing failure of Executive to perform the reasonable
duties of his position for a period of at least thirty (30) days following written notice from the Board to the Executive that describes the
basis for the Board’s belief that Executive has not substantially performed his reasonable duties for reasons other than illness or
incapacity; (iii) willful misconduct, gross negligence, fraud, embezzlement, theft, misrepresentation or dishonesty by Executive involving
the Company or any of its subsidiaries, in each case that is intended to result in the substantial personal enrichment of Executive and that
results in substantial, material harm to the Company; or (iv) Executive’s violation of the Confidentiality Agreement or any other
confidentiality or non-competition agreements with the Company or its subsidiaries, which violation results in substantial, material harm
to the Company.

Other than for a termination pursuant to Section 12(b)(i), Executive will receive notice and an opportunity to be heard before the Board

with Executive’s own attorney before any termination for Cause is deemed effective. Notwithstanding anything to the contrary, if Executive
wishes to avail himself of his opportunity to be heard before the Board prior to the Board’s termination of Executive’s employment for Cause,
the Board may immediately place Executive on administrative leave (with full pay and benefits to the extent legally permissible) and suspend
all access to Company information, employees and business. If Executive avails himself of his opportunity to be heard before the Board, and
then fails to make himself available to the Board within five (5) business days of such request to be heard, the Board may thereafter cancel the
administrative leave and terminate Executive for Cause.

(c) Change in Control . For purposes of this Agreement, “ Change in Control ” means the occurrence of any of the following:

(i) during any period of twenty-four (24) consecutive months, individuals who, at the beginning of the period constitute the
Board (the “ Incumbent Directors ) cease for any reason to constitute at least a majority of the Board, provided that any person
becoming a director
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subsequent to the Company’s initial public offering whose election or nomination for election was approved by a vote of atleasta
majority of the Incumbent Directors then on the Board (either by a specific vote or by approval of the proxy statement of the
Company in which such person is named as a nominee for director, without written objection to such nomination) will be an
Incumbent Director; provided, however, that no individual initially elected or nominated as a director of the Company as a result of
an actual or threatened election contest with respect to directors or as a result of any other actual or threatened solicitation of proxies
by or on behalf of any person other than the Board will be deemed to be an Incumbent Director. For the avoidance of doubt, the
departure from the Board of three (3) directors not standing for re-election in November 2011 (Bleier, Klein and Jotwani) will not
be considered in the determination pursuant to this Section 12(c)(i); or

(ii) any “person” (as such term is defined in the Securities Exchange Act of 1934, as amended (the “ Exchange Act ) and as
used in Sections 13(d)(3) and 14(d)(2) of the Exchange Act) is or becomes a “beneficial owner” (as defined in Rule 13d-3 under the
Exchange Act), directly or indirectly, of securities of the Company representing fifty percent (50%) or more of the combined voting
power of the Company’s then outstanding securities eligible to vote for the election of the Board (the “ Company Voting Securities
»); provided, however, that the event described in this paragraph (ii) will not be deemed to be a Change in Control by virtue of any
of the following acquisitions: (A) by the Company or any subsidiary, (B) by any employee benefit plan (or related trust) sponsored
or maintained by the Company or any subsidiary, (C) by any underwriter temporarily holding securities pursuant to an offering of
such securities, or (D) pursuant to a Non-Qualifying Transaction (as defined in clause (iii) below); or

(iii) the consummation of a merger, consolidation, statutory share exchange, reorganization or similar form of corporate
transaction involving the Company or any of its subsidiaries that requires the approval of the Company’s shareholders, whether for
such transaction or the issuance of securities in the transaction (a © Business Combination ), unless immediately following such
Business Combination: (A) more than fifty percent (50%) of the total voting power of (x) the corporation resulting from such
Business Combination (the “ Surviving Corporation ™), or (y) if applicable, the ultimate parent corporation that directly or indirectly
has beneficial ownership of one hundred percent (100%) of the voting securities eligible to elect directors of the Surviving
Corporation (the “ Parent Corporation ™), is represented by Company Voting Securities that were outstanding immediately prior to
such Business Combination (or, if applicable, is represented by shares into which such Company Voting Securities were converted
pursuant to such Business Combination), and such voting power among the holders thereof is in substantially the same proportion
as the voting power of such Company Voting Securities among the holders thereof immediately prior to the Business Combination,
(B) no person (other than any employee benefit plan (or related trust) sponsored or maintained by the Surviving Corporation or the
Parent Corporation), is or becomes the beneficial owner, directly or indirectly, of fifty percent (50%) or more of the total voting
power of the outstanding voting securities eligible to elect directors of the Parent Corporation (or, if there is no Parent Corporation,
the Surviving Corporation) and (C) at least half of the members of the board of directors of the Parent Corporation (or, if there is no
Parent Corporation, the Surviving Corporation) following the consummation of the Business Combination were Incumbent
Directors at the time of the Board’s approval of the execution of the initial agreement providing for such Business Combination
(any Business Combination which satisfies all of the criteria specified in (A), (B) and (C) above will be deemed to be a “ Nor-
Qualifying Transaction ”); or
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(iv) a change in the ownership of a substantial portion of the Company’s assets which occurs on the date that any one person,
or more than one person acting as a group (“ Person ) acquires (or has acquired during the twelve (12) month period ending on the
date of the most recent acquisition by such person or persons) assets from the Company that have a total gross fair market value
equal to or more than fifty percent (50%) of the total gross fair market value of all of the assets of the Company immediately prior
to such acquisition or acquisitions. For these purposes, persons will be considered to be acting as a group if they are owners of a
corporation that enters into a merger, consolidation, purchase or acquisition of stock, or similar business transaction with the
Company. For purposes of this subsection (iv), gross fair market value means the value of the assets of the Company, or the value
of the assets being disposed of, determined without regard to any liabilities associated with such assets.

Notwithstanding the foregoing, a Change in Control will not be deemed to occur (i) as a result of the sale, spin-off, or other
divestiture of the Company’s Games, SaaS, ICM and/or Rhapsody businesses; or (ii) unless such transaction qualifies as a change in control
event within the meaning of Section 409A. Also, for the avoidance of doubt, a transaction will not constitute a Change in Control if: (i) its sole
purpose is to change the state of the Company’s incorporation, or (b) its sole purpose is to create a holding company that will be owned in
substantially the same proportions by the person who held the Company’s securities immediately before such transaction. Also, for the
avoidance of doubt, the Company ceasing to be a publicly held corporation will not per se trigger any of the termination provisions of this
Agreement.

(d) Change in Control Period . For purposes of this Agreement, “ Change in Control Period ” means the period (i) commencing
three (3) months before the occurrence of a Change in Control and (ii) ending twenty-four (24) months after the Change in Control.

(¢) Disability . For purposes of this Agreement, “ Disability ” means Executive is unable to engage in any substantial gainful
activity by reason of any medically determinable physical or mental impairment which can be expected to result in death or which has
lasted or can be expected to last for a continuous period of not less than twelve (12) months.

(f) Good Reason . For purposes of this Agreement, “ Good Reason ” means Executive’s resignation within thirty (30) days
following the expiration of any Company cure period following the occurrence of one or more of the following, without Executive’s
written consent:

(i) a material reduction in Executive’s duties, authorities or responsibilities relative to Executive’s duties, authorities or
responsibilities as in effect immediately prior to the Change in Control (excluding a material reduction due to the Company ceasing
to be a publicly held corporation); and for the avoidance of doubt the sale, spin-off or other divestiture of the Company’s Games,
SaaS, ICM and/or Rhapsody businesses will not be considered to be a material reduction in Executive’s duties, authorities or
responsibilities;
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(ii) a mat sation, provided that one or more reductions totaling ten percent
(10%) or less in any two-year period will not constitute a material reduction under this clause (ii), and provided further that one or
more reductions totaling more than ten percent (10%) in any two-year period will constitute a material reduction under this clause
@i

(iif) a material reduction in Executive’s annual target bonus opportunity, provided that one or more reductions totaling twenty-
five percent (25%) or less in any two-year period will not constitute a material reduction under this clause (iii), and provided further
that one or more reductions totaling more than twenty-five percent (25%) in any two-year period will constitute a material reduction
under this clause (iii); and

(iv) a material change in the geographic location at which Executive must perform services; provided, however, that any
requirement of the Company that Executive be based anywhere within fifty (50) miles from Executive’s primary office location as
of the date of this Agreement or within fifty (50) miles from Executive’s principal residence will not constitute a material change
under this clause (iv).

Executive will not resign for Good Reason without first providing the Company with written notice within ninety (90) days of
the event that Executive believes constitutes “Good Reason” specifically identifying the acts or omissions constituting the grounds
for Good Reason and a reasonable cure period of not less than thirty (30) days following the date of such nofice.

(g) Restricted Period . For purposes of this Agreement, “ Restricted Period ” means (i) with respect to any termination of
Executive’s employment outside the Change in Control Period, a period of one (1) year immediately following the date of such
termination; and (ii) with respect to any termination of Executive’s employment within the Change in Control Period, a period of two
(2) years immediately following the date of such termination.

(h) Territory . For purposes of this Agreement,  Territory ” shall mean (i) all counties in the State of Washington, (ii) all other
states of the United States of America and (iii) all other countries of the world.

13. Successors .

(a) The Company’s Successors . This Agreement will be binding on any successor to the Company (whether direct or indirect and
whether by purchase, merger, consolidation, liquidation or otherwise) to all or substantially all of the Company’s business and/or assets
and such successor will be required to perform such obligations in the absence of a succession. For all purposes under this Agreement, the
term “Company” will include any successor to the Company’s business and/or assets which executes and delivers the assumption
agreement described in this Section 13(a) or that becomes bound by the terms of this Agreement by operation of law.
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b) Executive’s Successors . The terms of this Agreement and all rights of Executive hereunder will inure to the benefit of, and be
enforceable by, Executive’s personal or legal representatives, executors, administrators, successors, heirs, distributees, devisees and
legatees.

14. Notice .

(2) General . Notices and all other communications contemplated by this Agreement will be in writing and will be deemed to have
been duly given when personally delivered or when mailed by U.S. registered or certified mail, return receipt requested and postage
prepaid. In the case of Executive, mailed notices will be addressed to him or her at the home address which he or she most recently
communicated to the Company in writing. In the case of the Company, mailed notices will be addressed to its corporate headquarters, and
all notices will be directed to the attention of the Company’s Chief Legal Officer or General Counsel.

(b) Notice of Termination . Any termination by the Company for Cause or by Executive for Good Reason will be commupnicated by
a notice of termination to the other party hereto given in accordance with Section 14(a) of this Agreement. Such notice will indicate the
specific termination provision in this Agreement relied upon, will set forth in reasonable detail the facts and circumstances claimed to
provide a basis for termination under the provision so indicated, and will specify the termination date (which will be not more than thirty
(30) days after the giving of such notice). The failure by Executive to include in the notice any fact or circumstance which contributes to a
showing of Good Reason will not waive any right of Executive hereunder or preclude Executive from asserting such fact or circumstance
in enforcing Executive’s rights hereunder. Executive further agrees that before he voluntarily terminates his employment without Good
Reason, Executive will provide the Company with three (3) months notice. The Company may, at its election, direct Executive to
continue to work for the Company for up to three (3) months at his then-current Base Salary. In consideration for satisfying this notice
requirement and for signing and not revoking a separation and release agreement to be provided by the Company, Executive will receive
a lump sum payment cash payment equal to three (3) months of Executive’s then current Base Salary (assuming Executive remains an
employee through end of the period specified by the Company). The lump sum cash payment will be made within ninety (90) days after
the qualifying termination of employment.

15. Confidential Information . As a condition of employment, Executive agrees to execute and comply with the Company’s attached form
of Development, Confidentiality and Noncompetition Agreement (the “ Confidentiality Agreement ) which requires, among other provisions,
the assignment of patent rights to any invention made during Executive’s employment with the Company, and nondisclosure of Company
proprietary information.

16. Arbitration and BEquitable Relief .

(a) Except as provided in Section 16(d) below, Executive and the Company agree that to the extent permitted by law, any dispute or
controversy arising out of, relating to, or in connection with this Agreement, or the interpretation, validity, construction, performance,
breach, or termination thereof will be settled by arbitration to be held in Seattle, Washington, in
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accordance with the procedures‘then in effect of the Judicial Arbitration & Mediation Services, Inc. (“ JAMS ™) (the “ Rules ). The
arbitrator may grant injunctions or other relief in such dispute or controversy. The decision of the arbitrator will be final, conclusive and
binding on the parties to the arbitration. Judgment may be entered on the arbitrator’s decision in any court having jurisdiction.

(b) The arbitrator and/or any state or federal court will apply Washington law to the merits of any dispute or claim, without
reference to rules of conflict of law. Executive hereby agrees that he will not challenge the enforceability of the non-competition clause as
set forth herein based solely upon the fact that Executive may have any residence outside Washington. Executive hereby expressly
consents to the personal jurisdiction of the state and federal courts located in Seattle, Washington for any action or proceeding arising
from or relating to this Agreement and/or relating to any arbitration in which the parties are participants.

(c) The Company will pay the direct costs and expenses of the arbitration. The Company will also reimburse Executive’s fees and
expenses as incurred monthly, including reasonable attorneys’ fees in connection with any dispute arising out of this agreement, provided
Executive prevails on at least one material issue in such dispute, or provided an arbitrator does not determine that Executive’s legal
positions were frivolous or without legal foundation. In the event Executive does not so prevail or in the event of such determination,
Executive will repay to the Company any amounts previously reimbursed by it, and Executive will reimburse the Company for its fees
and expenses, including reasonable attorneys’ fees, incurred in connection with the dispute, unless the action is one in which only a
prevailing plaintiff is entitled to prevailing party fees and costs (such as in a Title VII action).

v e e

(d) Both the Company and the Executive may apply to any court of competent jurisdiction for a temporary restraining order,
preliminary injunction, or other interim or conservatory relief, as necessary to enforce the provisions of the Confidentiality Agreement
between Executive and the Company and/or Section 10 of this Agreement, without breach of this arbitration agreement and without
abridgement of the powers of the arbitrator.

(e) EXECUTIVE HAS READ AND UNDERSTANDS SECTION 16, WHICH DISCUSSES ARBITRATION. EXECUTIVE
UNDERSTANDS THAT BY SIGNING THIS AGREEMENT, EXECUTIVE AGREES TO THE EXTENT PERMITTED BY LAW, TO
SUBMIT ANY FUTURE CLAIMS ARISING OUT OF, RELATING TO, OR IN CONNECTION WITH THIS AGREEMENT, OR
THE INTERPRETATION, VALIDITY, CONSTRUCTION, PERFORMANCE, BREACH, OR TERMINATION THEREOF TO
BINDING ARBITRATION, AND THAT THIS ARBITRATION CLAUSE CONSTITUTES A WAIVER OF EXECUTIVE’S RIGHT
TO A YURY TRIAL AND RELATES TO THE RESOLUTION OF ALL DISPUTES RELATING TO ALL ASPECTS OF THE
EMPLOYER/EMPLOYEE RELATIONSHIP, INCLUDING BUT NOT LIMITED TO, THE FOLLOWING CLAIMS:

(i) ANY AND ALL CLAIMS FOR WRONGFUL DISCHARGE OF EMPLOYMENT; BREACH OF CONTRACT, BOTH
EXPRESS AND IMPLIED; BREACH OF THE COVENANT OF GOOD FAITH AND FAIR DEALING, BOTH EXPRESS AND
IMPLIED;
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TIONAL INFLICTION OF EMOTIONAL DISTRESS; NEGLIGENT OR INTENTIONAL
MISREPRESENTATION; NEGLIGENT OR INTENTIONATL INTERFERENCE WITH CONTRACT OR PROSPECTIVE
ECONOMIC ADVANTAGE; AND DEFAMATION;

(ii) ANY AND ALL CLAIMS FOR VIOLATION OF ANY FEDERAL STATE OR MUNICIPAL STATUTE,
INCLUDING, BUT NOT LIMITED TO, THE AMERICANS WITH DISABILITIES ACT OF 1990, THE FAIR LABOR
STANDARDS ACT, AND ANY LAW OF THE STATE OF WASHINGTON; AND

(iii) ANY AND ALL CLAIMS ARISING OUT OF ANY OTHER LAWS AND REGULATIONS RELATING TO
EMPLOYMENT OR EMPLOYMENT DISCRIMINATION.

17. Miscellaneous Provisions .

(a) Waiver . No provision of this Agreement will be modified, waived or discharged unless the modification, waiver or discharge is
agreed to in writing and signed by Executive and by an authorized Director or authorized officer of the Company (other than Executive).
No waiver by either party of any breach of, or of compliance with, any condition or provision of this Agreement by the other party will be
considered a waiver of any other condition or provision or of the same condition or provision at another time.

(b) Headings . All captions and section headings used in this Agreement are for convenient reference only and do not form a part of
this Agreement.

(c) Entire Agreement . This Agreement, together with the Confidentiality Agreement and any form of stock option agreements
necessary to reflect the Stock Option, constitutes the entire agreement of the parties hereto and supersedes in their entirety all prior
representations, understandings, undertakings or agreements (whether oral or written and whether expressed or implied) of the parties
with respect to the subject matter hereof, including specifically the offer letter and terms of executive employment agreement previously
entered into between Executive and the Company, which was dated October 18, 2011. No waiver, alteration, or modification of any of the
provisions of this Agreement will be binding unless in writing and signed by duly authorized representatives of the parties hereto and
which specifically mention this Agreement. In the event of a termination of Executive’s employment in the circumstances described in
Section 8 or Section 9 of this Agreement, the provisions of this Agreement are intended to be and are exclusive and in lieu of and
supersede any other rights or remedies to which Executive or the Company otherwise may be entitled, whether at law, tort or contract or
in equity. Executive will be entitled to no benefits, compensation or other payments or rights upon termination of employment other than
those benefits expressly set forth in this Agreement.

(d) Choice of Law . The validity, interpretation, construction, and performance of this Agreement will be governed by the laws of
the State of Washington (with the exception of its conflict of laws provisions). Subject to the arbitration provisions herein, any claims or
legal actions by one party against the other arising out of the relationship between the parties contemplated herein
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(whether or not arising under this A be commenced or maintained in any state or federal court located in the jurisdiction
where Executive resides, and Executive and the Company hereby submit to the jurisdiction and venue of any such court.
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(¢) Severability . The invalidity or unenforceability of any provision or provisions of this Agreement will not affect the validity or
enforceability of any other provision hereof, which will remain in full force and effect.

(f) Withholding . All payments made pursuant to this Agreement will be subject to withholding of applicable income and
employment taxes.

(g) Counterparts . This Agreement may be executed in counterparts, each of which will be deemed an original, but all of which
together will constitute one and the same instrument.

(h) Attorney Fees . The Company shall reimburse Executive for reasonable fees and expenses of Executive’s legal counsel (up to
$10,000) incurred in connection with the negotiation and execution of this Agreement.

(i) Legal Expenses . In the event that Executive’s employment terminates during the Change in Control Period and the Compariy or
Executive brings an action to enforce or effect its or his rights under this Agreement, then, without regard to the reason or reasons
resulting in the termination of Executive’s employment with the Company, the Company will reimburse Executive for his costs and
expenses incurred in connection with the action (including, without limitation, in connection with Executive defending himself against an
action brought by the Company to enforce or effect its rights under this Agreement), including (but not limited to) the costs of mediation,
arbitration, litigation, court fees, expert fees, witness expenses, and reasonable attorneys’ fees. Executive’s costs and expenses (as
described above) will be paid to him by the Company in advance of the final disposition of the underlying action and within thirty
(30) days of Executive’s submission of documentation of the costs, expenses and fees to be reimbursed but no later than the last day of
Executive’s taxable year that immediately follows the taxable year in which the costs or expenses were incurred. This right to
reimbursement will be subject to the following additional requirements: (i) Executive must submit documentation of the costs, expenses
and fees to be reimbursed within thirty (30) days of the end of his taxable year in which the costs, expenses and fees were incurred;

(i) the amount of any reimbursement provided during one taxable year will not affect any expenses eligible for reimbursement in any
other taxable year; and (iii) the right to any such reimbursement will not be subject to liquidation or exchange for another benefit or
payment. With respect to an action originally initiated by Executive, Executive agrees to repay the Company all costs and expenses
advanced under this Section 17(i) in the event that it is ultimately determined by an entity of competent jurisdiction that Executive did not
prevail on at least one material issue in such action.

(§) Indemnification and D&O Insurance. Subject to applicable law, Executive will be provided indemnification to the maximum
extent permitted by the Company’s and its subsidiaries’ and affiliates’ Articles of Incorporation or Bylaws, including, if applicable, any
directors and officers insurance policies, with such indemnification to be on terms determined by the Board or any of its committees, but
on terms no less favorable than provided to any other Company executive officer or director and subject to the terms of any separate
written indemnification agreement.
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(k) Non-Disparagement. For the same period (if any) for which Executive is subject to the non-disparagement restrictions under
Section 10(b)(ii) of this Agreement, the Company will instruct its officers and directors to refrain from any disparaging statements about
Executive; provided, however, that the foregoing requirement under this Section 17(k) will not apply to any statements that the
Company’s officers and directors make in addressing any statements made by Executive or his representatives so long as the statements
are, in the good faith judgment of the officer or director, truthful; and provided further that the requirements of this Section 17(k) shall not
apply to truthful testimony that any officer or director is required by law to provide, including in response to subpoena.
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IN WITNESS WHEREOF, each of the parties has executed this Agreement, in the case of the Company by its duly authorized officer, as
of the day and year set forth above.

COMPANY REALNETWORXKS, INC.

By: /s/Robert Glaser

oy . RN I N I I USRS NI BT S R LT TR NS SISSIEIER S LN I IR N I S G e S LR VUSSR e

Title: Chairman of the Board of Directors

EXECUTIVE By: /s/ Thomas Nielsen
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EXHIBIT A
FORM OF RELEASE AGREEMENT

Executive agrees that the Severance Consideration represents settlement in full of all outstanding obligations owed to Executive by the
Company and its current and former officers, directors, employees, agents, investors, attorneys, shareholders, administrators, affiliates, benefit
plans, plan administrators, insurers, trustees, divisions, and subsidiaries, and predecessor and successor corporations and assigns (collectively,
the “Releasees”). Executive, on his own behalf and on behalf of his respective heirs, family members, executors, agents, and assigns, hereby
and forever releases the Releasees from, and agrees not to sue concerning, or in any manner to institute, prosecute, or pursue, any claim,
complaint, charge, duty, obligation, or cause of action relating to any matters of any kind, whether presently known or unknown, suspected or
unsuspected, that Executive may possess against any of the Releasees arising from any omissions, acts, facts, or damages that have occurred up
until and including the date Executive signs this Agreement, including, without limitation:

a. any and all claims relating to or arising from Executive’s employment relationship with the Company and the termination of that
relationship;

b. any and all claims relating to, or arising from, Executive’s right to purchase, or actual purchase of shares of stock of the
Company, including, without limitation, any claims for fraud, misrepresentation, breach of fiduciary duty, breach of duty under applicable state
corporate law, and securities fraud under any state or federal law;

c. any and all claims under the law of any jurisdiction including, but not limited to, wrongful discharge of employment; constructive
discharge from employment; termination in violation of public policy; discrimination; harassment; retaliation; breach of contract, both express
and implied; breach of covenant of good faith and fair dealing, both express and implied; promissory estoppel; negligent or intentional
infliction of emotional distress; fraud; negligent or intentional misrepresentation; negligent or intentional interference with contract or
prospective economic advantage; unfair business practices; defamation; libel; slander; negligence; personal injury; assault; battery; invasion of
privacy; false imprisonment; conversion; and disability benefits;

d. any and all claims for violation of any federal, state, or municipal statute, including, but not limited to, Title VII of the Civil
Rights Act of 1964; the Civil Rights Act of 1991; the Rehabilitation Act of 1973; the Americans with Disabilities Act of 1990; the Equal Pay
Act; the Fair Labor Standards Act, except as prohibited by law; the Fair Credit Reporting Act; the Age Discrimination in Employment Act of
1967; the Older Workers Benefit Protection Act; the Employee Retirement Income Security Act of 1974; the Worker Adjustment and
Retraining Notification Act; the Family and Medical Leave Act, except as prohibited by law; the Sarbanes-Oxley Act of 2002; the Uniformed
Services Employment and Reemployment Rights Act; Washington State Law Against Discrimination, as amended (Wash. Rev. Code §§
49.60.010 et seq.); Washington Equal Pay Law, as amended (Wash. Rev. Code § 49.12.175); Washington sex discrimination law (Wash. Rev.
Code § 49.12.200); Washington age discrimination law (Wash. Rev. Code § 49.44.090); Washington whistleblower protection law (Wash. Rev.
Code §§ 49.60.210, 49.12.005, and 49.12.130); Washington genetic testing protection law (Wash. Rev. Code § 49.44,180); Washington Family
Care Act (Wash. Rev. Code § 49.12.270); Washington Minimum Wage Act (Wash. Rev. Code §§ 49.46.005 to 49.46.920); Washington wage,
hour, and working conditions law (Wash. Rev. Code §§ 49.12.005 to 49.12.020, 49.12.041 to 49.12.050, 49.12.091, 49.12.101, 49.12.105,
49.12.110, 49.12.121, 49.12.130 to 49.12.150, 49.12.170, 49.12.175, 49.12.185, 49.12.187, 49.12.450); Washington wage payment law (Wash.
Rev. Code §§ 49.48.010 to 49.48.190).;
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freely and voluntarily chosen to waive the time period allotted for considering this Release Agreement. Executive acknowledges and
understands that revocation must be accomplished by a written notification to the Company’s Corporate Secretary at 2601 Elliott Avenue,
Seattle, Washington, 98121, that is received prior to the Effective Date. The Parties agree that changes to this Agreement, whether material or
immaterial, do not restart the running of the 21-day period.

o s v o e e e e s P RS LAY el

Unknown Claims . Executive acknowledges that he has been advised to consult with legal counsel and that he is familiar with the
principle that a general release does not extend to claims that the releaser does not know or suspect to exist in his favor at the time of executing
the release, which, if known by him, must have materially affected his settlement with the released party. Executive being aware of said
principle agrees to expressly waive any rights he may have to that effect, as well as under any other statute or common law principles of similar
effect.

IN WITNESS WHEREOF, the Parties have executed this Release Agreement on the respective dates set forth below.

Thomas Nielsen, an individual

Dated:
Executive
R EAL N ETWORKS, INC .
Dated: By
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REALNETWORKS, INC. DEVELOPMENT, CONFIDENTIALITY AN
AGREEMENT

THIS AGREEMENT is made and entered into as of November 9, 2011, by and between RealNetworks, Inc. (“Real”) and Thomas
Nielsen (“You”). “Real” means RealNetworks, Inc. and all of its present and future subsidiaries and related entities including partnerships in
which Real is a member.

Tn consideration of your employment, compensation, benefits, access to Real training, Trade Secrets and Confidential Information, and the
mutual promises made herein, you and Real agree as follows:

1. Company Property. “Company Property” means all records, files, notebooks, manuals, objects, devices, supplies, materials, recordings,
drawings, models, computer programs, prototypes, equipment, inventory and other materials, or copies thereof, in electronic or paper form, that
have been created, used or obtained by Real, as well as Trade Secrets, Confidential Information and Employee Developments and all business
revenues and fees produced or transacted through your efforts. You agree that all Company Property is and shall remain the property of Real.
You will preserve and use the Company Property only for the benefit of Real and Real’s business, and you will return all Company Property to
Real upon Real’s request or upon termination of your employment (whether voluntary or involuntary).

2. Confidential Information and Employee Developments.

As used in this Agreement, the following terms shall have the meanings shown.

“Employee Development” means all technological, financial and operating ideas, processes, and materials, including all inventions,
discoveries, concepts, ideas, enhancements to existing technology or business processes, computer program ideas and expressions, computer
circuit designs, computer hardware concepts and implementations, formulae, algorithms, techniques, written materials, graphics, photographs,
literary works, and any other ideas or original works of authorship relating to software or hardware development that you may develop or
conceive of while employed by Real, alone or with others and which (i) relate directly to Real’s actual or demonstrably anticipated business or
(ii) incorporate or are developed using Trade Secrets or Confidential Information or (iii) are conceived or developed with the use of any Real
equipment, supplies or facilities including Real personnel or (iv) result from work performed by you for Real, regardless of whether it is
technically eligible for protection under patent, copyright, or trade secret law.

“Trade Secret ” means the whole or any portion of any scientific or technical information that is valuable and not generally known to
competitors of Real. Trade Secrets include without limitation the specialized information and technology that Real may develop or acquire with
respect to program materials (including without limitation program and project ideas, source and object code, Codecs, program listings,
programming notes and documentation, flow-charts, and system and user documentation), system designs, operating processes, know-how,
equipment designs, blue prints and product specifications.

“Confidential Information” means any data or information, other than Trade Secrets, which has been discovered, developed (including
information conceived or developed by you) or has otherwise become known to Real, including any parent, subsidiary, predecessor, successor
or otherwise affiliated company (“Real Company”), that is material to Real Company and not generally known to the public. Confidential
Information includes without limitation:

i, Sales records, profits and performance reports, pricing manuals and lists, sales manuals and lists, training materials, selling and pricing
procedures, and financing methods of Real Company.

ii. Customer lists or accounts, special requirements of particular customers, and current and anticipated requirements of customers generally for
the products of Real Company;
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ations of any new products or lines of business under development or consideration;

iii. Research and development and specific

iv. Sources of supply of integrated components and materials used for production, assembly, and packaging by Real Company, and the quality,
price, and usage of such components and materials;

v. Marketing plans, strategies, sales and product development data, and inventions;
vi. Business plans and internal financial statements and projections of Real Company; and
vii. Personnel related information such as employees’ compensation, performance reviews, or other individually identifiable information.

You recognize and acknowledge that Real Company is engaged in a continuous program of research, development and production respecting
its software products, its other business opportunities and for its customers. Important assets of Real Company are its Confidential Information,
Trade Secrets and Employee Developments. You recognize that Real Company has a vital and substantial interest in maintaining
confidentiality of Trade Secrets and Confidential Information to maintain a stable work force, continuing positive business relationships and
minimizing damage to or interference with business. You also recognize and acknowledge that your employment exposes you to programming,
concepts, designs and other information proprietary to Real Company and third parties with whom Real does business, and creates a
relationship of trust and confidence between you and Real with respect to any such information.

Obligations with Respect to Employee Developments . All Employee Developments shall be considered works made for hire by you for Real
and prepared within the scope of your employment. Under U.S. Copyright Law, all such materials shall, upon creation, be owned exclusively
by Real. To the extent that any such material, under applicable law, shall be deemed not to be works made for hire, you hereby assign to Real
all right, title and interest in and to such materials, in the United States and foreign countries, without further consideration, and Real shall be
entitled to register and hold in its own name all copyrights, patents and trademarks in respect to such materials. You agree to promptly and
completely disclose in writing to Real details of all original works of your authorship, discoveries, concepts, or ideas. You agree to apply, at
Real’s request and expense, for any patent or other legal protection of Employee Developments and to sign and deliver any applications,
assignments or other documents as Real may reasonably require. Real shall have the exclusive right to all Employee Developments without
additional consideration to you, including but not limited to the right to own, make, use, sell, have made, rent, lease, lend, copy, prepare
derivative works of, perform or display publicly.

Your Own Personal Inventions . You shall not be required to assign to Real any of your rights in any personal invention you developed
entirely on your own time without using Real’s equipment, supplies, facilities, Trade Secrets or Confidential Information, except for those
inventions that either: (1) relate at the time of conception or reduction to practice of the invention directly to Real’s actual or demonstrably
anticipated business or (2) result from any work performed by you for Real. You acknowledge notice by Real that the prior paragraph does not
apply to any personal invention as described in this paragraph. You agree that this satisfies the requirements of Washington state law.

Restrictions on Use and Disclosure of Trade Secrets and Confidential Information. During your employment with Real and for so long
thereafter as the information remains a Trade Secret or Confidential Information, you shall not use, reproduce, disclose, or permit any person to
obtain or use any Trade Secret or Confidential Information of Real (whether or not it is in written or tangible form), except as specifically
authorized in writing by Real. You shall use the highest degree of care in safeguarding Trade Secrets and Confidential Information against loss,
theft, or other inadvertent disclosure. You further agree that any Trade Secrets, Confidential Information, copyrightable works or materials or
copies of them that enter into your possession, by reason of employment, are the sole property of Real and shall not be used in any manner
adverse to Real’s best interests. You agree not to remove any Confidential Information or Trade Secret from Real’s premises except in pursuit
of Real’s business.

Upon Real’s request at any time, or upon your termination of employment (whether voluntary or involuntary), you shall deliver to Real, and
shall not retain for your own or another’s use, any and all originals or copies of Employee
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Developments, Trade Secrets, Confidential Information and Company Property. Your obligations under this Agreement supplement and do not
supersede or limit other obligations you have to Real or rights or remedies of Real including without limitation those under the Washington
Uniform Trade Secrets Act.

3. Your Warranties. You agree to perform at all times faithfully, industriously and to the best of your ability all duties and functions
consistent with your position and to abide by any general employment guidelines or policies adopted by Real. You acknowledge that your
employment is in no way conditioned upon your disclosure to Real of confidential information or trade secrets of others, and you agree not to
improperly obtain, disclose to Real, or induce Real to use, any confidential information or trade secrets belonging to any third party. You
represent that the execution of this Agreement, your employment with Real, and the performance of your proposed duties to Real will not
violate any agreements or obligations you may have to any former employer or third party and you are not subject to any restrictions which
would prevent or limit you from carrying out your duties for Real.

4. Non-Competition. You acknowledge that Real is engaged in a highly competitive business and that by virtue of the position in which you
are employed, you will perform services that are of competitive value to Real and which if used in competition with Real could cause it serious
harm. Therefore, you agree not to work for any Competitor during your employment with Real (including after work hours, weekends and
vacation time), even if only organizational assistance or limited consultation is involved. During your employment with Real, you agree not to
publish, design or develop computer software that competes with Real software products (either existing or under development).

6. Return of Property. You represent that you will return to Real all company-owned property in your possession or control, including but not
limited to credit cards, keys, access cards, company-owned equipment, computers and related equipment, customer lists, files, memoranda,
documents, price lists, and all other trade secrets and/or confidential Real information, and all copies thereof, whether in electronic or other
form.

7. Deductions from Pay . To the maximum extent permitted by law, you authorize Real to deduct from your compensation the value of any
Company Propetty not returned or the amount of any sums owed to Real by you, and you release Real from any claims based upon such
withholding.

8. Miscellaneous. This Agreement together with your Employment Agreement constitute the complete and entire agreement between us, and
supersedes and cancels all prior understandings, correspondence and agreements, oral and written, express or implied, between us relating to
the subject matter hereof. This Agreement can only be amended or waived by a written document signed by Real and you. The waiver of any
breach of this Agreement, or the failure to enforce any provision, shall not waive any later breach. Real and you both consent to the other
giving third parties notification of the existence and terms of this Agreement. This Agreement shall become effective only when executed by
Real and then shall be binding upon and inure to the benefit of Real and you, and each of our successors, assigns, heirs or legal representatives,
except that you may not assign or delegate any rights or duties under this Agreement. This Agreement will be interpreted and enforced in
accordance with the laws of the State of Washington as applied to agreements made and performed in Washington, without regard to the
State’s conflict of laws provisions. Jurisdiction and venue in any proceeding either at law or in equity, of or relating to this Agreement shall be
in King County, Washington. You agree that Real may be irreparably harmed by a breach by you of this Agreement, that adequate remedies
may not exist in law, and that Real shall be entitled to bring an action for a preliminary or permanent injunction or restraining order to enforce
this Agreement. You acknowledge that your experience and capabilities are such that an injunction to enforce this Agreement will not prevent
you from earning a reasonable livelihood. Your claims against Real shall not be a defense to Real’s enforcement of this Agreement. In case any
term in this Agreement shall be held invalid, illegal or unenforceable in whole or in part, the validity of the remaining terms of the Agreement
shall not be affected.

You acknowledge that you have read this Agreement, have had an opportunity to have it explained to you, understand its provisions and have
received an exact copy of it for your records. You further understand that your employment relationship with Real is at will and nothing in this
Agreement suggests or signifies otherwise.

26-



000000000000000660000022000000000000000000000

L g+

IN WITNESS WHEREOF, the parties have

REALNETWORKS, INC.

By: /s/ Robert Glaser

Name: Robert Glaser

Title: Chairman of the
Board of Directors

v ewm

executed this Agreement the day and year

ok

THOMAS NIELSEN

Signature: /s/ Thomas Nielsen
Printed Name: Thomas Nielsen
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AMENDED AND RESTATED STOCKHOLDER AGREEMENT

among
RHAPSODY INTERNATIONAL INC,,
REALNETWORKS, INC.,
REALNETWORKS DIGITAL MUSIC OF CALIFORNIA, INC,,
VIACOM INTERNATIONAL INC.,
NAPSTER, LLC,
BEST BUY CO., INC.
and

DMS HOLDCO INC.

Dated as of November 30, 2011

Exhibit 10.43
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AMENDED AND RESTATED STOCKHOLDER AGREEMENT, dated as of November 30, 2011, among RHAPSODY
INTERNATIONAL INC., a Delaware corporation (the “ Company *), RealNetworks, Inc., a Washington corporation (“ RN Parent ),
RealNetworks Digital Music of California, Inc., a California corporation (* RN Sub ”), Viacom International Inc., a Delaware corporation -
MTVN Parent ), on behalf of its MTV Networks Division, DMS Holdco Inc., a Delaware corporation (“ MTVN Sub ) and Napster, LLC, a
Delaware limited liability company (“ Napster ”) and Best Buy Co., Inc., a Minnesota corporation (“ Napster Parent ).

¥ g

RECITALS

WHEREAS, the Company was first formed as a limited liability company under Delaware law on August 16, 2007 under the name
“Rhapsody America LLC” and was converted to a corporation under the name “Rhapsody International Inc.” by the filing of its Certificate of
Conversion and Certificate of Incorporation with the Secretary of State of the State of Delaware on March 31, 2010;

WHEREAS, MTVN Sub and RN Sub have entered into the Transaction, Contribution and Purchase Agreement dated as of
February 9, 2010 (the “ Transaction Agreement ”) to effect the transfer and contribution of certain assets to the Company;

WHEREAS, the Company, Napster Parent, Napster and Napster, Inc. have entered into the Asset Purchase Agreement dated as of
October 3, 2011 (the “ Asset Purchase Agreement ) pursuant to which Napster has purchased shares of the Class A Common Stock;

WHEREAS, as of the date hereof, (i) MTVN Sub and Napster own the Company’s Class A common stock, par value $0.01 per
share (“ Class A Stock ”) and (ii) RN Sub owns the Company’s preferred stock, par value $0.01 per share (“ Preferred Stock * and together
with Class A Stock, “ Voting Stock *) in the amounts set forth opposite their respective names on Schedule A attached hereto;

WHEREAS, each of the parties hereto desires to enter into this Agreement (as defined below) in order to establish certain rights and
obligations of RN Sub, MTVN Sub, Napster and the Other Stockholders as holders of Voting Stock; and

WHEREAS, this Agreement shall amend and restate in its entirety the existing Stockholder Agreement (the “ Original Stockholder
Agreement ”), dated as of March 31, 2010, among the Company, RN Parent, RN Sub, MTVN Parent and MTVN Sub.

NOW, THEREFORE, in consideration of the foregoing and the respective covenants and agreements set forth herein, and intending
to be legally bound hereby, the parties hereto agree as follows:
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Definitions
Section 1.01. Certain Defined Terms . As used in this Agreement:
« Adoption Agreement  has the meaning assigned to such term in Section 3.02(a)(i).

« Affiliate ” of any specified Person means any other Person directly or indirectly Controlling, Controlled by or under direct or indirect
common Control with such specified Person; provided that the Company and its Subsidiaries shall not be deemed to be an Affiliate of any
Stockholder or Parent; provided , further, that “Affiliate”, when used with respect to MTVN Sub or MTVN Parent or any of their Affiliates,
shall only mean Viacom Inc., a Delaware corporation, and any direct or indirect Subsidiaries of Viacom Inc. and shall not include any direct or
indirect stockholder of Viacom Inc. or any of their Affiliates other than Viacom Inc. and any direct or indirect Subsidiaries of Viacom Inc.;
provided , further, that “Affiliate”, when used with respect to RN Parent or RN Sub or any of their Affiliates, shall only mean RN Parent and
any direct or indirect Subsidiaries of RN Parent and shall not include any direct or indirect stockholder of RN Parent or any of their Affiliates
other than any direct or indirect Subsidiaries of RN Parent; provided , further, that “Affiliate”, when used with respect to Napster Parent or
Napster or any of their Affiliates, shall only mean Napster Parent and any direct or indirect Subsidiaries of Napster Parent and shall not include
any direct or indirect stockholder of Napster Parent or any of their Affiliates other than any direct or indirect Subsidiaries of Napster Parent.

“ Agreement ” means this Amended and Restated Stockholder Agreement, as it may be amended, supplemented, restated or modified
from time to time.

“ Asset Purchase Agreement > has the meaning set forth in the recitals of this Agreement.

“ Board ” means the Board of Directors of the Company.

“ Business Day ” means any day that is not a Saturday, a Sunday or a U.S. Federal holiday.

“ By-laws ” means the By-laws of the Company, as amended or restated from time to time.

“ Charter ” means the Certificate of Incorporation of the Company, as amended or restated from time to time.
“ Class A Stock ” has the meaning set forth in the recitals of this Agreement.

“ Class B Stock ” means the Company’s Class B common stock, par value $0.01 per share.

“ Common Stock ” means Class A Stock and Class B Stock, collectively.

2



W

P LN

IO owpLeTEIVY O T N k5 S JUE vyl T QTR SRR L ik, RN SR M LSRR s S IR . (O L
“ Control ” means, with respect to any Person, the possession, directly or indirectly, of the power to direct or cause the direction of th
management or policies of such Person, whether through ownership of securities or partnership, membership, limited liability company, or
other ownership interests, by contract or otherwise, and the terms “ Controlling ” and * Controlled ” have meanings correlative to the

foregoing.

“ Deemed Liquidation Event ” has the meaning assigned to such term in the Charter.

“ Deferral Period ” has the meaning assigned to such term in Section 6.06.

“ Demand Registration * has the meaning assigned to such term in Section 6.01.
“ Director ” means any member of the Board.

*“ Drag-Along Notice ” has the meaning assigned to such term in Section 3.06.

“ Drag-Along Party ” has the meaning assigned to such term in Section 3.06.

“ Drag-Along Price ” has the meaning assigned to such term in Section 3.06.

“ Drag-Along Purchaser ” has the meaning assigned to such term in Section 3.06.
“ Drag-Along Right ” has the meaning assigned to such term in Section 3.06.

“ Drag-Along Terms ” has the meaning assigned to such term in Section 3.06.

“ Equity Security * means (i) any common stock, preferred stock or other capital stock, (ii) any securities convertible into or
exchangeable for common stock, preferred stock or other capital stock or (iii) any options, rights or warrants (or any similar securities) to
acquire common stock, preferred stock or other capital stock.

“ Exchange Act ” means the Securities BExchange Act of 1934 and the rules and regulations promulgated thereunder, as amended.
“ GAAP ” means generally accepted accounting principles in the United States.

« Indebtedness ” means, with respect to any Person, all obligations of such Person (i) for borrowed money or funded indebtedness or
issued in substitution for or exchange for borrowed money or funded indebtedness (including obligations with respect to principal, accrued
interest, and any applicable prepayment charges or premiums and any unpaid fees, expenses or other monetary obligations in respect thereof);
(ii) evidenced by notes, bonds, debentures, mortgages or similar instruments; and (iii) all obligations of the types described in clauses (i) and
(ii) above of any other individual or entity, the payment of which is guaranteed or is subject to contingent guarantee, directly or indirectly, by
such Person or is secured by a pledge, mortgage, encumbrance or other Lien of any kind or character on any property or asset of such Person
(whether or not such obligation is assumed by such Person).
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“ Indemnified Persons * has the meaning assigned to such term in Section 6.08(a).

“ Independent Director ” means a Director who (i) qualifies as an “independent director” of the Company under (a) NYSE Rule 303A(2),
as such Rule may be amended, supplemented or replaced from time to time or (b) any comparable rule or regulation of a primary securities
exchange or quotation system, (ii) is identified as independent upon the mutual agreement of RN Stockholder and MTVN Stockholder or (iii) is
the Chief Executive Officer or the highest-ranking officer of the Company as set forth in the proviso to Section 2.01(a)(iii).

“ Inspectors * has the meaning assigned to such term in Section 6.04(a)(vii).

“ Initiating Holders ” has the meaning assigned to such term in Section 6.01(a).

« Initiating Stockholder * has the meaning assigned to such term in Section 3.05(a).

“ Issuer FWP ” has the meaning assigned to “issuer free writing prospectus” in Rule 433 under the Securities Act.
*“ Lien ” means any pledge, encumbrance, security interest, purchase option, call or similar right.

“ MTVN Designees ” has the meaning assigned to such term in Section 2.01(a)(ii).

“ MTVN Music Group * has the meaning assigned to such term in the Audio Music Service Brand and Content License, Distribution and
Advertising Agreement dated as of August 20, 2007, by and between MTVN Parent and the Company, as such agreement may be amended,
supplemented, restated or modified from time to time.

“ MTVN Stockholder  means MTVN Sub and shall include any successor to MTVIN Sub, or any assignee of MTVN Sub pursuant to
Section 3.02(a)().

“ Napster Stockholder ” shall mean Napster and shall include any successor to Napster, or any assignee of Napster pursuant to
Section 3.02(a)(@).

“ New Securities  has the meaning assigned to such term in Section 3.07(b).

“ Non-initiating Stockholder ” has the meaning assigned to such term in Section 3.05(a).

“ Offered Price * has the meaning assigned to such term in Section 3.05(b).

“ Offered Stock ” has the meaning assigned to such term in Section 3.05(a).

“ Original Stockholder Agreement ” has the meaning set forth in the recitals of this Agreement.

“ Qriginal Stockholder ” has the meaning assigned to such term in Section 3.06.
4
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« Other Stockholder ” has the meaning assigned to such term in Section 7.13.

¥

« Parent ” means (i) in the case of RN Sub, RN Parent, (ii) in the case of MTVN Sub, MTVN Parent and (iii) in the case of any other
Stockholder, such Stockholder’s direct or indirect ultimate Controlling Person at the time such Stockholder becomes a Stockholder (except to
the extent such Stockholder is an Affiliate of MTVN Parent, in which case the Parent of such Stockholder shall continue to mean MTVN

Parent).

« Participating Stockholder ” means any Stockholder participating in a given registered offering by offering Registrable Securities
pursuant to Section 6.01 or Section 6.02.

“ Participation Stockholder * has the meaning assigned to such term in Section 3.07(a).

“ Person ” means any individual, firm, corporation, partnership, limited liability company, trust, joint venture, governmental authority or
other entity.

“ Piggyback Registration ” has the meaning assigned to such term in Section 6.02.
« Preferred Stock ” has the meaning set forth in the recitals of this Agreement.

« Public Offering ” shall mean the completion of a sale of common stock pursuant to a registration statement which has become effective
under the Securities Act (excluding registration statements on Form S-4, S-8 or similar limited purpose forms), in which some or all of the
Common Stock or the common stock of any Subsidiary of the Company shall be listed and traded on a national exchange or on the NASDAQ
Natjonal Market System. The first such Public Offering shall be the “ Company’s IPO ”.

“ Records ” has the meaning assigned to such term in Section 6.04(a)(vii).

« Registrable Securities ** means (i) all shares of Class A Stock issuable upon conversion of Preferred Stock together with all shares of the
Class A Stock, in each case held by Napster Stockholder, MTVN Stockholder, RN Stockholder and any Other Stockholder and (ii) other than
with respect to Section 6.01, all shares of Class B Stock; provided that any such securities will cease to be Registrable Securities when (i) a
Registration Statement relating to such securities has been declared effective by the SEC (or become automatically effective) and such
securities have been disposed of by the applicable Stockholder pursuant to such Registration Statement or (ii) such securities have been
disposed of by the applicable Stockholder pursuant to Rule 144 promulgated under the Securities Act.

“ Registration Statement ” has the meaning assigned to such term in Section 6.01(a).
“ Requesting Stockholder » has the meaning assigned to such term in Section 4.04.
“« Right of First Offer * has the meaning assigned to such term in Section 3.05(a).

“ RN Designees ” has the meaning assigned to such term in Section 2.01(2)(i).
5
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“ RN Stockholder ” means RN Sub and shall include any éuccessor to RN Sub, or assignee of RN Sub pursuant to Section 3.02(a)(i).
“ ROFO Initiator Notice * has the meaning set forth in Section 3.05(a).
“ ROFO Notice ” has the meaning assigned to such term in Section 3.05(b).

“ ROFO Notice Period ” has the meaning assigned to such term in Section 3.05(b).

“ Sale Transaction ” has the meaning assigned to such term in Section 3.02(a)(iii).

“ SEC » means the Securities and Exchange Commission.

“ Securities Act ” means the Securities Act of 1933 and the rules and regulations promulgated thereunder, as amended.
“ Selling Stockholders * has the meaning set forth in Section 3.08(a).

“ Stockholder ” means RN Stockholder, MTVN Stockholder, Napster Stockholder and any Other Stockholder.

“ Subsidiary ” means, with respect to any Person, any other Person of which such Person (i) owns directly or indirectly more than fifty
percent (50%) of the equity, membership interest or beneficial interest, on a consolidated basis or (ii) owns directly or controls with power to
vote, directly or indirectly through one or more Subsidiaries, shares of the equity, membership interest or beneficial interest having the power
to elect more than fifty percent (50%) of the directors, trustees, managers or other officials having powers analogous to that of directors of a
corporation.

“ Tag-Along Equity ” has the meaning set forth in 3.08(c).

“ Tag-Along Notice ” has the meaning set forth in 3.08(a).

“ Tag-Along Terms ” has the meaning set forth in 3.08(a)

“ Transaction Agreement > has the meaning set forth in the recitals of this Agreement.

“ Transfer ” means, directly or indirectly, (i) to sell, transfer, assign or similarly dispose of, whether voluntarily, involuntarily or by
operation of law, (ii) to enter into an agreement to vote, consent, grant a proxy or power of attorney or deposit shares into a voting trust, or the
execution of a written consent, the grant of a proxy or power of attorney or the deposit of shares into a voting trust or (iii) to enter into a
contract, option or other arrangement or understanding that upon consummation or foreclosure would effect a sale, transfer, assignment or
similar disposition.
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« Underwriter » means a securities dealer who purchases any Registrable Securities as a principal in connection with a distribution of
such Registrable Securities and not as part of such dealer’s market-making activities.

“ Voting Stock ” has the meaning set forth in the recitals of this Agreement.

Section 1.02. Other Definitional Provisions . (a)The words “hereof”, “herein” and “hereunder” and words of similar import when used in
this Agreement shall refer to this Agreement as a whole and not to any particular provision of this Agreement, and Article and Section
references are to this Agreement unless otherwise specified. The words “include”, “includes” and “including” shall be deemed to be followed
by the phrase “without limitation”.

(b) The meanings given to terms defined herein shall be equally applicable to both the singular and plural forms of such terms.

ARTICLEIX
Corporate Governance

Section 2.01. Board Composition . (a)The number of Directors constituting the Board shall be fixed at the number that is the number of
Directors that RN Stockholder and MTVN Stockholder are entitled to designate in the aggregate, from time to time, pursuant to Sections 2.01
(a)(i), (ii) and (iii) below, which number shall initially be five (5). The Board shall be composed as follows:

(i) (A) two (2) Directors designated for election to the Board by RN Stockholder for so long as RN Stockholder continues to
own shares of Voting Stock representing at least twenty-five percent (25%) of the then outstanding shares of Voting Stock; or (B) if
clause (A) is not applicable, one (1) Director designated for election to the Board by RN Stockholder for so long as RN Stockholder
continues to own shares of Voting Stock representing at least ten percent (10%) of the then outstanding shares of Voting Stock (in
each case, the “ RN Designees ™); the initial RN Designees are set forth on Schedule B ;

(ii) (A) two (2) Directors designated for election to the Board by MTVN Stockholder for so long as MTVN Stockholder
continues to own shares of Voting Stock representing at least twenty-five percent (25%) of the then outstanding shares of Voting
Stock; or (B) if clause (A) is not applicable, one (1) Director designated for election to the Board by MTVN Stockholder for so long
as MTVN Stockholder continues to own shares of Voting Stock representing at least ten percent (10%) of the then outstanding
shares of Voting Stock (in each case, the “ MTVN Designees ”); the initial MTVN Designees are set forth on Schedule C ; and

(iii) one Independent Director jointly designated by RN Stockholder and MTVN Stockholder (for so long as each of RN
Stockholder and MTVN Stockholder is entitled to designate at least one Director pursuant to Sections 2.01(a)(i) and (ii)) who shall
initially be the individual set forth on Schedule D hereto. If at any time RN Stockholder and MTVN Stockholder cannot agree upon
the designee for Independent Director, the Independent Director shall be selected pursuant to the provision set forth in Schedule E

7
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hereto; provided , however , in the event that the existing Independent Director resigns or is removed from the Board or if the

Independent Director seat is otherwise vacant, the Company’s Chief Executive Officer (excluding any Person serving as the
Company’s interim Chief Executive Officer), or if the office of the Chief Executive Officer is vacant or not permanently filled, then
the Company’s highest ranking officer, shall serve as the Independent Director during such interim period.

(b) Each Stockholder agrees to vote or act by written consent with respect to (or cause to be voted or acted upon by written consent)
all shares of Voting Stock then held of record by such Stockholder (x) in favor of the election to the Board of those individuals designated
or nominated in accordance with Section 2.01(a) and (y) against the election to the Board of any individual not designated or nominated
in accordance with Section 2.01(a); provided , however , that at the written request of either MTVN Stockholder or RN Stockholder with
respect to a Director designated by such Stockholder pursuant to Section 2.01(a), each other Stockholder hereby agrees to vote or act by
written consent with respect to (or cause to be voted or acted upon by written consent) all shares of Voting Stock then held of record by
such Stockholder in favor of the removal from office of such Director at any meeting or upon any action by written consent called or
taken for the purpose of removing such Director from office (and except as set forth in Section 2.01(d), otherwise shall not vote or act by
written consent to cause the removal of such Director without cause).

(c) In the event of any vacancy in the office of Director of an RN Designee or MTVN Designee, each Stockholder agrees to vote or
act by written consent with respect to (or cause to be voted or acted upon by written consent) all shares of Voting Stock then held of
record by such Stockholder in favor of the election to the Board of an individual designated in writing by RN Stockholder or MTVN
Stockholder, as applicable, and against the election to the Board of any individual not designated by RN Stockholder or MTVN
Stockholder, as applicable. The Company and the Stockholders shall use their best efforts to fill any vacancies of the Board as soon as
practicable following the date such vacancy is created.

(d) If at any time there is a reduction in the number of Directors a Stockholder has a right to designate pursuant to Sections 2.01(2)
(i) and (ii), such Stockholder shall use its best efforts to cause such number of its designees to resign from the Board. If a designee fails to
resign in accordance with the preceding sentence, each Stockholder agrees to vote or act by written consent with respect to (or cause to be
voted or acted upon by written consent) all shares of Voting Stock then held of record by such Stockholder in favor of the removal of
such Director without cause. The Company and the Stockholder shall use their best efforts to cause such action to be taken as soon as
practicable following the date of decrease.

Section 2.02. Composition of Committees of the Board . The Board may from time to time designate one or more committees, each
committee to consist of two (2) or more members of the Board; provided , however , that at least one RN Designee (for so long as RN
Stockholder has the right to designate a Director pursuant to Section 2.01(a)(i)) and at least one MTVN Designee (for so long as MTVN
Stockholder has the right to designate a Director pursuant to Section 2.01(a)(ii)) shall be entitled to representation on each committee of the
Board.



ARTICLE IIT
Transfer of Shares

Section 3.01. Conditions to Transfer . (a)lt shall be a condition to any Transfer that (i) such Transfer shall comply with the provisions of
the Securities Act and applicable state securities laws and (ii) no such Transfer shall require the Company to file any report or other disclosure
pursuant to the Securities Act or applicable state securities laws. Until the Transfer of any Voting Stock has been registered under the Securities
Act, such Voting Stock may not be offered or sold except pursuant to an exemption from, or in a transaction not subject to, the registration
requirements of the Securities Act and applicable state securities laws.

(b) Tt shall be a condition to any Transfer of any shares of Voting Stock that no applicable law or judgment issued by any
governmental entity which would prohibit such Transfer shall be in effect, and all consents of, or declarations or filings with, or
expirations of waiting periods imposed by, any governmental entity necessary for the consummation of such Transfer shall have been
obtained or filed or shall have occurred, and the Company and each Stockholder agree to reasonably cooperate with the transferring
Stockholder, at such transferring Stockholder’s expense, to provide such information and make such filings as shall be necessary to
satisfy as promptly as practicable the foregoing conditions in connection with a proposed Transfer; provided , however , that the
Company shall not be required to make any filings pursuant to the Securities Act or any applicable state securities laws.

Section 3.02. Permitted Transfers . (a)The following Transfers shall be permitted at any time and from time to time:

(i) any Transfer by a Stockholder of all (but not less than all) of its Voting Stock to a wholly-owned Subsidiary of such
Stockholder’s Parent so long as such transferee continues to remain so owned and executes a counterpart of this Agreement
agreeing to be bound hereby to the same extent as the transferor (an “ Adoption Agreement ”); provided , however , that if at any
time such transferee ceases to be a wholly-owned Subsidiary of such Stockholder’s Parent, then all Voting Stock held by such
transferee shall be deemed to be automatically Transferred to such Parent or to another wholly-owned Subsidiary of such Parent
designated by such Parent, which wholly-owned Subsidiary shall execute and deliver an Adoption Agreement; and

(ii) any Transfer by a Stockholder with the prior written consent of each of MTVN Stockholder and RN Stockholder.

(iif) Notwithstanding anything to the contrary set forth herein, the restrictions on Transfer set forth in Section 3.01(a) shall not
prohibit (A) any merger, consolidation or binding share exchange with a third party, (B) sale or other disposition of all or
substantially all of the equity securities or sale or other disposition of all or substantially all of the assets of RN Parent, MTVN
Parent or Napster Parent, or (C) any transaction involving all or substantially all of the assets of the MTVN Music Group (each, a “
Sale Transaction ”); provided that (x) in the case of a Sale Transaction in which the Voting

9
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Stock of MTVN Stockholder is Transferred, the MTVN Stockholder following such Sale Transaction shall be an entity belonging
the MTVN Music Group; (y) in the case of a Sale Transaction in which the Voting Stock of RN Stockholder is Transferred, the RN
Stockholder following such Sale Transaction shall be RN Parent; and (z) in the case of a Sale Transaction in which the Voting
Stock of Napster Stockholder is Transferred, the Napster Stockholder following such Sale Transaction shall be Napster Parent.

Section 3.03. Compliance with Transfer Provisions . Any Transfer or deemed Transfer or attempted Transfer or deemed Transfer of
Voting Stock in violation of any provision of this Agreement shall be void, and the Company shall not record such Transfer or deemed
Transfer on its books or treat any purported transferee of such Voting Stock as the owner of such Voting Stock for any purpose.

Section 3.04. Legend . (a)During the term of this Agreement, each certificate evidencing Voting Stock held of record or owned by the
Stockholders shall bear the following legends:

“THE SECURITIES EVIDENCED BY THIS CERTIFICATE ARE SUBJECT TO AND TRANSFERABLE ONLY UPON
COMPLIANCE WITH THE PROVISIONS OF AN AMENDED AND RESTATED STOCKHOLDER AGREEMENT,
DATED AS OF NOVEMBER 30, 2011, AMONG RHAPSODY INTERNATIONAL INC., REALNETWORKS, INC.,,
REALNETWORKS DIGITAL MUSIC OF CALIFORNIA, INC., VIACOM INTERNATIONAL INC., DMS HOLDCO
INC., NAPSTER, LLC, BEST BUY CO., INC. AND THE OTHER PARTIES THERETO, AS AMENDED. A COPY OF
SUCH STOCKHOLDER AGREEMENT IS ON FILE AT THE PRINCIPAL OFFICE OF RHAPSODY
INTERNATIONAL INC.”

“THE SECURITIES EVIDENCED BY THIS CERTIFICATE HAVE NOT BEEN REGISTERED UNDER THE
SECURITIES ACT OF 1933 AND THE RULES AND REGULATIONS PROMULGATED THEREUNDER, AS
AMENDED, AND MAY NOT BE OFFERED OR SOLD EXCEPT IN A TRANSACTION REGISTERED UNDER SUCH
ACT OR PURSUANT TO AN EXEMPTION FROM THE REGISTRATION REQUIREMENTS OF SUCH ACT.”

(b) Upon a Person ceasing to have rights and obligations under this Agreement pursuant to the terms hereof or upon termination of
this Agreement, such Person may surrender to the Company any certificates held of record by such Person and bearing the legend set
forth in Section 3.04(a), and upon surrender of such certificates, the Company shall reissue such certificates without such legend.

Section 3.05. Right of First Offer . (a)Bach of RN Stockholder, MTVN Stockholder, Napster Stockholder and any Other Stockholder
agrees that it will not Transfer its Voting Stock to any Person (other than pursuant to Section 3.02) without first, so long as RN Stockholder or
MTVN Stockholder, as applicable, owns at least twenty-five percent (25%) of the then outstanding shares of Voting Stock, offering to Transfer
such Voting Stock to each of

10
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RN Stockholder and MTVN Stockholder (for purposes of this Section 3.05, each, a “ Non-initiating Stockholder ”) (the “ Right of First Offe
) (such Stockholder desiring to make any such Transfer, the “ Initiating Stockholder ,” the subject shares that the Initiating Stockholder seeks
to Transfer, the “ Offered Stock ). The Initiating Stockholder shall give written notice (the  ROFO Initiator Notice ) to the Non-initiating
Stockholders of its bona fide intention to sell the Offered Stock, setting forth (i) the number of shares of Offered Stock and (ji) the material
terms and conditions (other than price) upon which the Initiating Stockholder proposes to Transfer the Offered Stock.

(b) Upon receipt of the ROFO Initiator Notice, each of the Non-initiating Stockholders shall have a period of forty-five (45) days (“
ROFO Notice Period ) to offer to purchase the Offered Stock by delivering a written notice (“ ROFO Notice ) stating that it offers to
purchase the Offered Stock on the terms specified in the ROFO Initiator Notice and designating the price that it is offering to pay, in cash,
for the Offered Stock (“ Offer Price »). A ROFO Notice shall be binding on the Non-initiating Stockholder upon delivery and irrevocable
without the consent of the Initiating Stockholder. In the event that the Initiating Stockholder is Napster Stockholder or an Other
Stockholder, RN Stockholder and MTVN Stockholder shall each be entitled to purchase their pro rata portion of the Offered Stock;
provided that, if either MTVN Stockholder or RN Stockholder elects not to exercise its Right of First Offer, the other may, at its option,
offer to purchase all (but not less than all) of the Offered Stock. For purposes of this Section 3.05, “pro rata portion” is the product of (i) a
fraction, the numerator of which is the number of outstanding shares of Voting Stock which RN Stockholder or MTVN Stockholder, as
applicable, then owns and the denominator of which is the number of outstanding shares of Voting Stock which RN Stockholder and
MTVN Stockholder then own, in the aggregate, multiplied by (ii) the number of shares of Offered Stock set forth in the Initiator Notice.

(c) Within ten (10) Business Days after receipt of the ROFO Notice, the Initiating Stockholder shall indicate to the applicable Non-
initiating Stockholder whether the Initiating Stockholder has accepted such Non-initiating Stockholder’s offer. An acceptance shall be
indicated by sending irrevocable written notice of such acceptance to the applicable Non-initiating Stockholder, and the applicable Non-
initiating Stockholder shall then be obligated to purchase, and the Initiating Stockholder shall then be obligated to sell, the Offered Stock
on the terms and conditions set forth in the Initiator Notice at the Offer Price.

(d) If the Initiating Stockholder does not accept any offer made by the Non-initiating Stockholders or if neither of the Non-initiating
Stockholders deliver a ROFO Notice in accordance with this Section 3.05, the Initiating Stockholder may, during the ninety (90)-day
period following the expiration of the ROFO Notice Period and subject to the restrictions on Transfer contained in this Article I, enter
into an agreement for the Transfer of all (but not less than all) Offered Stock with any Person (i) for a price, in cash, that is greater than
the Offer Price and (ii) otherwise, on terms not more favorable in any material respect to the purchaser than those specified in the Initiator
Notice.

(e) If the Initiating Stockholder does not enter into an agreement for the Transfer of the Offered Stock within such ninety (90)-day
period referred to in Section 3.05(d), the Right of First Offer provided hereunder shall be deemed to be revived and such Offered Stock
shall not be Transferred unless first reoffered to the Non-initiating Stockholders in accordance with this Section 3.05. Notwithstanding
the foregoing, the Initiating Stockholder shall not propose to Transfer the Offered Stock more than once in any twelve-month period.
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() The closing of the purchase and sale of any Offered Stock to be acquired by any Non-initiating Stockholder pursuant to this
Section 3.05 shall be held at the offices of the Company on such date and time as the parties may agree but in all events within thirty
(30) days following termination of the ROFO Notice Period (which thirty (30)-day period shall be extended solely to the extent needed to
obtain any required governmental approvals). At the closing of such purchase and sale, the Initiating Stockholder shall deliver an
assignment agreement transferring such Offered Stock, duly executed, free and clear of any Liens, against delivery of the purchase price
therefor. Each party shall bear its own expenses in connection with a purchase and sale pursuant to this Section 3.05.

Section 3.06. Drag-Along Right . (a)In the event that RN Stockholder (for so long as such Stockhiolder owns at least twenty-five percent
(25%) of the then outstanding shares of Voting Stock) and MTVN Stockholder (for so long as such Stockholder owns at least twenty-five
percent (25%) of the then outstanding shares of Voting Stock) (for purposes of this Section 3.06, each, an “ Original Stockholder ”) shall have
jointly entered into an agreement with any Person (such Person, a “ Drag-Along Purchaser ”) regarding the Transfer of all of their Voting
Stock, an Original Stockholder shall be entitled, at its option, to require each Stockholder holding less than fifteen percent (15%) of the then
outstanding shares of Voting Stock (the  Drag-Along Party *) to include all of its Voting Stock in such sale (the “ Drag-Along Right ”). The
Drag-Along Right shall be exercised by written notice (the * Drag-Along Notice ”) to the Drag-Along Party, at least thirty (30) days prior to
closing of the proposed Transfer, of the identity of the Drag-Along Purchaser, the consideration offered for the transferring Stockholder’s
Voting Stock (the “ Drag-Along Price ™), the terms of the Drag-Along Purchaser’s financing (if any and if known), the anticipated date of
closing of the proposed Transfer and any other material terms and conditions of the proposed Transfer (the “ Drag-Along Terms ”). The Drag-
Along Party shall be obligated to sell all of its Voting Stock to the Drag-Along Purchaser on the Drag-Along Terms at a price equal to the
product of (x) the ratio of the percentage of ownership of Voting Stock then outstanding of the Drag-Along Party over the percentage of
ownership of Voting Stock then outstanding of the transferring Stockholder and (y) the Drag-Along Price; provided , however , that the holders
of shares of Preferred Stock shall be entitled to be paid the amount determined pursuant to Section 3(c) of Article IV of the Charter to the
extent applicable. At the closing of such Transfer (which anticipated date, place and time shall be designated in the Drag-Along Terms), the
Drag-Along Party shall deliver an assignment agreement transferring all of its Voting Stock, duly executed, free and clear of any Liens, against
delivery of the purchase price therefor. Each party shall bear its own expenses in connection with a Transfer pursuant to this Section 3.06.

(b)Notwithstanding the foregoing, a Drag Along Party will not be required to comply with Section 3.06(a) above in connection with
any proposed Transfer of Voting Stock (the “ Proposed Sale ) unless (i) the Drag Along Party shall not be liable for the inaccuracy of
any representation or warranty made by any other Person in connection with the Proposed Sale, other than the Company and (ii) the
liability for indemnification, if any, of such Drag Along Party in the Proposed Sale and for the inaccuracy of any representations and
warranties made by the Company in connection with such Proposed Sale, is several and not joint with any other Person, and is pro rata in
proportion to the amount of consideration paid to the Original Stockholders and any other Drag Along Parties in the Proposed Sale.

12



I

PPFIFPIOEOSO0000200000000000000000000000000000

v e vy oasaawe e e o

AAAAAAAAAAAA L e s gere s

SRR I -

Section 3.07. Preemptive Right . (a)The Company hereby grants to each of RN Stockholder, MTVN Stockholder and Napster
Stockholder (for purposes of this Section 3.07, each a “ Participation Stockholder ), in the case of RN Stockholder or MTVN Stockholder, for
so long as such Participation Stockholder continues to own at least ten percent (10%) of the then outstanding shares of Voting Stock and in the
case of Napster Stockholder, for so long as Napster Stockholder owns less than (10%) of the then outstanding shares of Voting Stock, the right
to purchase up to a pro rata portion of New Securities (as defined in paragraph (b) below) which the Company, from time to time, proposes to
sell or issue following the date hereof. A Participation Stockholder’s pro rata portion, for purposes of this Section 3.07, is equal to the product
of (i) a fraction, the numerator of which is the number of outstanding shares of Voting Stock which such Participation Stockholder then owns
and the denominator of which is the total number of outstanding shares of Voting Stock then held by the Participation Stockholders, in the
aggregate, multiplied by (ii) the number of New Securities the Company proposes to sell or issue.

(b) “ New Securities ” shall mean any common stock or other equity securities of the Company whether now authorized or not, any
rights, options or warrants to purchase common stock or other equity securities and any Indebtedness or preferred stock of the Company
which is convertible into common stock or other equity securities (or which is convertible into a security which is, in turn, convertible
into common stock or other equity securities); provided that the term “New Securities” does not include (i) Indebtedness of the Company
which is not by its terms convertible into common stock; (ii) common stock issued as a stock dividend to all holders of Voting Stock and
Class B Stock pro rata or upon any subdivision or combination of shares of common stock; (iii) common stock, or other equity capital
exchangeable for or convertible into shares of common stock, issued to any employee or director and approved by the Board and any
employee or director stock options approved by the Board; (iv) common stock issued for the acquisition of another corporation or other
entity by the Company by stock purchase, merger, purchase of substantially all assets or other reorganization approved by the Board;

(v) the issuance of common stock upon the exercise or conversion of any rights, options or warrants to purchase common stock
outstanding prior to the issuance of New Securities; and (vi) common stock issuable in a Public Offering; and provided , further , that if
any “New Securities” include common stock and other equity securities coupled as a package, “New Securities” shall mean the package
of securities and not each class of securities individually.

(c) In the event the Company proposes to issue New Securities, the Company shall give each Participation Stockholder written
notice of such proposal, describing the type of New Securities and the price and the terms upon which the Company proposes to issue the
same. For a period of fifteen (15) Business Days following the delivery of such notice by the Company, the Company shall be deemed to
have irrevocably offered to sell to each Participation Stockholder its pro rata share of such New Securities for the price and upon the
terms specified in the notice. Each Participation Stockholder may exercise its rights of participation hereunder by giving written notice to
the Company and stating therein the quantity of New Securities to be purchased. Each Participation Stockholder shall also be
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entitled to indicate a desire to purchase all or a portion of any New Securities remaining after such pro rata allocation. If, as a result of
such oversubscription right, such oversubscriptions exceed the total number of New Securities available in respect of such
oversubscription right, the oversubscribing Participation Stockholders shall be cut back with respect to their oversubscriptions on a pro
rata basis (based on the number of outstanding shares of Voting Stock held by them at such time) or as they may otherwise agree among
themselves.

(d) In the event that the Participation Stockholders fail to commit to purchase all of such New Securities within said fifteen (15)-
Business Day period, the Company shall have ninety (90) days thereafter to sell the New Securities with respect to which the right of
participation was not exercised, at a price and otherwise upon terms no more favorable to the purchasers thereof than specified in the
Company’s notice given pursuant to Section 3.07(c).

(e) The closing for any such issuance shall take place as proposed by the Company with respect to the New Securities to be issued
(but in no event sooner than fifteen (15) Business Days after notice is given to each Participation Stockholder), at which closing the
Company shall deliver certificates for the New Securities in the respective names of the purchasing Stockholders against receipt of
payment therefor. Each party shall bear its own expenses in connection with any such issuance pursuant to this Section 3.07.

Section 3.08. Tag-Along Right . (a) Except for Transfers permitted under Section 3.02(i) and 3.02(iil), at any time, (x) for so long as each
of MTVN Stockholder and RN Stockholder continue to own at least twenty-five percent (25%) of the then outstanding shares of Voting Stock,
both of MTVN Stockholder and RN Stockholder seek to Transfer in any transaction or series of related transactions more than fifty percent
(50%) of their respective shares of Voting Stock or (y) any Stockholders collectively seek to Transfer shares of Voting Stock in a transaction or
series of related transactions that would result in the Transfer of more than fifty percent (50%) of the then outstanding shares of Voting Stock
to any Person (in each case, the Stockholders seeking to make such Transfer, the ¢ Selling Stockholders ™), then so long as Napster Stockholder
continues to own at least fifty percent (50%) of the shares of Voting Stock owned by Napster Stockholder on the date hereof the Selling
Stockholders shall provide written notice (the “ Tag-Along Notice ) to Napster Stockholder, at least thirty (30) days prior to closing of the
proposed Transfer, of the identity of the prospective transferee, the consideration offered for the Selling Stockholders’ Voting Stock, the terms
of the prospective purchaser’s financing (if any and if known), the anticipated date of closing of the proposed Transfer and any other material
terms and conditions of the proposed Transfer (the “ Tag-Along Terms ).

(b) Upon receipt of a Tag-Along Notice, Napster Stockholder shall have the right to participate in such proposed Transfer on the
Tag-Along Terms on a pro rata basis with the Selling Stockholders (based on the number of outstanding shares of Voting Stock held by
them at such time), exercisable by delivering written notice to the Selling Stockholders within 10 Business Days from the date of receipt
of the Tag-Along Notice. The right of Napster Stockholder pursuant to this Section 3.08(b) shall terminate with respect to that proposed
Transfer if not exercised within such 10-Business Day period.

14
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(c) Following the expiration of the 10-Business Day period referred to in Section 3.08(b), if Napster Stockholder shall have
exercised its right to participate in such Transfer pursuant to Section 3.08(b), Napster Stockholder shall notify the Selling Stockholders of
the amount of Voting Securities which Napster Stockholder has elected to include in the proposed Transfer (up to the pro rata allocation
described in Section 3.08(b)) (the “ Tag-Along Equity ). The Selling Stockholders shall then be entitled and obligated to sell to the
prospective transferee such Tag-Along Equity on the Tag-Along Terms with Napster Stockholder being subject, on a several and not a
joint basis, to the same representations and warranties and covenants, and its pro rata proportion of any indemnities, holdback and escrow
provisions, and any similar components of the Tag-Along Terms to which the Selling Stockholders are subject.

(d) At the closing of the proposed Transfer (which date, place and time shall be designated by the Selling Stockholders in the Tag-
Along Notice), Napster Stockholder shall deliver an assignment agreement Transferring all of its Tag-Along Equity, duly executed by
Napster Stockholder, free and clear of any liens, and any other documentation reasonably requested by MTVN Stockholder and RN
Stockholder, against delivery of the purchase price therefor. Each party shall bear its own expenses in connection with a Transfer
pursuant to this Section 3.08.

() In the event that, following delivery of a Tag-Along Notice, the 10-Business Day period set forth in Section 3.08(b) shall have
expired without any exercise of the rights under Section 3.08(b) by Napster Stockholder, the Selling Stockholders shall have the right,
during the 90-day period following the expiration of such 10-day period, to Transfer to the prospective transferee the offered Voting
Securities on the Tag-Along Terms. In the event that the Selling Stockholders shall not have consummated such Transfer within such 90-
day period, any subsequent Transfer of the Voting Securities shall once again be subject to the terms of this Section 3.08.

ARTICLE IV
Additional Covenants

Section 4.01. Actions Requiring Consent of RN Stockholder and MTVN Stockholder . For so long as RN Stockholder owns shares of

Voting Stock of the Company representing at least twenty-five percent (25%) of the then outstanding shares of Voting Stock, without the
approval of RN Stockholder, and for so long as MTVN Stockholder owns shares of Voting Stock of the Company representing at least twenty-
five percent (25%) of the then outstanding shares of Voting Stock, without the approval of the MTVN Stockholder, no action shall be taken
(either directly or indirectly by amendment, merger, consolidation or otherwise) by the Company or any Subsidiary thereof, or any director,
officer, agent or employee of the Company or its Subsidiaries, which would cause or permit any:

(a) amendment, modification, termination or waiver of any provision of the Charter or By-laws, including any increase or decrease
in the number of authorized shares of any class of the Company’s stock;
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(b) issuance, sale, repurchase or retirement of any equity security or options or rights to acquire any equity security of the Company
or any Subsidiary of the Company, including all terms and conditions in respect thereof; provided that this provision shall not apply with
respect to issuances pursuant to the Company’s equity compensation plan of up to 34,000,000 shares of Class B Stock;

(c) incurrence or material modification of any Indebtedness of the Company or any Subsidiary of the Company, in the aggregate, in
excess of $10 million in any fiscal year;

(d) (i) merger, consolidation, share exchange or sale (in one or a related series of transactions) of all or substantially all of the assets
of the Company and any Subsidiary of the Company or (ii) sale or acquisition (in one or a related series of transactions) by the Company
or any Subsidiary of the Company of any businesses with a sale or acquisition price in excess of $10 million;

(e) dissolution, liquidation, bankruptcy or reorganization of the Company or any Subsidiary of the Company;

(f) change in the terms, designations, powers, classification, preferences or other special rights, or the qualifications, limitations or
restrictions, of equity securities of the Company;

(g) entrance into any transaction with (i) any Director or officer of the Company, (ii) RN Stockholder or any of its Affiliates,
employees, directors or officers or (iii) MTVN Stockholder or any of its Affiliates, employees, directors or officers;

(h) a Public Offering of the Company or any Subsidiary thereof or any successor entity thereof; or
(i) entrance into any contract or taking of any action for the purpose of effecting any of the foregoing.

Section 4.02. Information Rights . From and after the date hereof, for so long as any Stockholder holds at least seven and one half percent

(7.5%) of the then outstanding shares of Voting Stock, such Stockholder shall be entitled to receive from the Company the following
information:

9000000022020 00000000000000000000000000000000

(a) as soon as available after the end of each fiscal year of the Company, and in any event within fifty (50) days after the end of
each fiscal year of the Company, an audited consolidated balance sheet of the Company and its Subsidiaries as at the end of such year and
audited consolidated statements of income, retained earnings and cash flows of the Company and its Subsidiaries for such year, certified
by certified public accountants of established national reputation selected by the Company, which shall initially be KPMG LLP, and
prepared in accordance with GAAP;

(b) as soon as available after the end of each fiscal quarter of the Company (other than the fourth quarter), and in any event within
thirty (30) days after the end of each
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fiscal quarter of the Company (other than the fourth quarter), an unaudited consolidated balance sheet of the Company and its
Subsidiaries as at the end of such quarter, and unaudited consolidated statements of income, retained earnings and cash flows of the
Company and its Subsidiaries for such fiscal quarter and for the current fiscal year to the end of such fiscal quarter, prepared in
accordance with GAAP (subject to normal year-end audit adjustments and the absence of notes thereto); and

(c) as soon as available after the end of each calendar month and in any event (i) within five (5) Business Days thereafter, a
preliminary unaudited consolidated balance sheet of the Company and its Subsidiaries as at the end of such month, and preliminary
unaudited consolidated statement of income of the Company and its Subsidiaries for such month, prepared in accordance with GAAP
(subject to normal year-end audit adjustments and the absence of notes thereto), (ii) within ten (10) Business Days thereafter, a final
unaudited consolidated balance sheet of the Company and its Subsidiaries as at the end of such month, and final unaudited consolidated
statement of income of the Company and its Subsidiaries for such month, prepared in accordance with GAAP (subject to normal year-end
audit adjustments and the absence of notes thereto) and (iii) within twenty (20) days thereafter, a summary of the Company’s financial
performance not to exceed one page in length in a form to be mutually agreed upon by the Company and the recipients promptly
following execution of this Agreement.

Section 4.03. Annual Audit . For so long as either MTVN Parent or RN Parent are required to include the Company’s audited financial
statements in its filings or other reports with the U.S. Securities and Exchange Commission, each of MTVN Stockholder and RN Stockholder
(the “ Requesting Stockholder ) may, in the event that such Requesting Stockholder reasonably believes that the Company will not provide an
audited consolidated balance sheet of the Company and its Subsidiaries within fifty (50) days of the end of any fiscal year of the Company as
required by Section 4.03(a), at its sole option, elect to engage on behalf of the Company an auditor to perform an audit on the Company’s
financial statements for such fiscal year, a copy of which shall be delivered to each of MTVN Stockholder and RN Stockholder. The
Requesting Stockholder shall pay for the fees and expenses of such audit; provided , that if both MTVN Stockholder and RN Stockholder are
required to include the Company’s audited financial statements in its filings with the U.S. Securities and Exchange Commission, each shall pay
for one-half of the total fees and expenses of the audit. The Company shall, and shall cause its officers, directors, employees and other agents
to, cooperate with the auditor engaged by the Requesting Stockholder in connection with the preparation of such audit, including by affording
such auditor access at all reasonable times to the Company’s officers, employees, legal counsel, properties, offices, plants and other facilities
and to all books and records of the Company.

Section 4.04. Access Rights . From and after the date hereof, the Company shall, and shall cause its officers, directors, employees,
auditors and other agents to, for so long as any Stockholder holds at least seven and one half percent (7.5%) of the then outstanding shares of
Voting Stock (a) afford the officers, employees, auditors and other agents of such Stockholder, during normal business hours and upon notice,
access at all reasonable times to the Company’s officers, employees, auditors, legal counsel, properties, offices, plants and other facilities and
to all books and records of the Company, and (b) afford such Stockholder the opportunity to discuss the Company’s affairs, finances and
accounts with the Company’s officers from time to time as each such Stockholder may reasonably request.
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ARTICLE V

Term

Section 5.01. Term . This Agreement shall become effective on the date hereof and shall continue in effect until (i) in the case of the
provisions herein other than those set forth in Article VI, the earlier to occur of (a) the Company’s IPO, (b) a Deemed Liquidation Event or

(c) a Transfer by the Stockholders of more than 50% of the aggregate Voting Stock of the Company and (ii) in the case of the provisions herein
set forth in Article VI, the earlier to occur of (x) five years after the Company’s IPO, (y) a Deemed Liquidation Event or (z) when all
Registrable Securities are eligible to be sold without restrictions under Rule 144 within any 90-day period; provided , however , that the rights
and obligations of each Stockholder under this Agreement shall terminate as to such Stockholder upon the Transfer of all (but not less than all)
Voting Stock owned by such Stockholder (so long as such Transfer is in accordance with the provisions of this Agreement).

ARTICLE VI
Registration Rights

Section 6.01. Demand Registration . (a)Upon the earlier of (i) the fifth anniversary of the date of this Agreement and (ii) the six-month
annjversary of the Company’s IPO, the Company agrees that, upon the written request of either RN Stockholder or MTVN Stockholder so long
as RN Stockholder or MTVN Stockholder, as applicable, owns at least twenty-five percent (25%) of the then outstanding shares of Voting
Stock (the  Initiating Holders ) (a * Demand Registration *), it will as promptly as reasonably practical (but in any event within 45 days of
receipt of such request) prepare and file a registration statement under the Securities Act (a “ Registration Statement ”, which term will include
any amendments thereto and any documents incorporated by reference therein); provided that (i) the Company will not be obligated to effect
(x) a Demand Registration if a Registration Statement pursuant to this Section 6.01 or Section 6.02 in which the holders of Registrable
Securities had the right to include Registrable Securities was declared effective within 12 months prior to the date of the request for a Demand
Registration, so long as the number of Registrable Securities which the holders of Registrable Securities requested to include in such
Registration Statement was not reduced pursuant to Section 6.03 or (y) more than one Demand Registration (other than Demand Registrations
taking the form of Shelf Options) for each of RN Stockholder and MTVN Stockholder (for a total of up to two Demand Registrations) under
this Agreement and (ii) the Registrable Securities for which a Demand Registration has been requested will have a value (based on the average
closing price per share of the Common Stock (or any successor security) for the ten trading days preceding the delivery of the Initiating
Holders’ request for such Demand Registration, or, if such average trading information is not available, as determined in good faith by the
Board) of not less than $10,000,000 (or, in the case of a Shelf Option, $5,000,000); provided further that no registration will be counted
towards the limitation in clause (i)(y) of the previous proviso unless all Registrable Securities requested to be registered where so registered
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or such registration was withdrawn at the request of the Initiating Holders (other than as a result of a material adverse change to the Company).
Each such request for a Demand Registration by the Initiating Holders will specify the number of shares of Registrable Securities proposed fo
be offered for sale and will also specify the intended method of distribution thereof and, following receipt of such demand, the Company will
give written notice of such Demand Registration to the holders of Registrable Securities (other than the Initiating Holders) as soon as
practicable (but in no event less than 30 days before the anticipated filing date), and upon the written request, given within 15 days after
delivery of any such notice by the Company, of any such holder of Registrable Securities (other than the Initiating Holders) to include in such
Demand Registration Registrable Securities (which request shall specify the number of Registrable Securities proposed to be included in such
registration), the Company will cause all such Registrable Securities to be included in such registration on the same terms and conditions as the
Registrable Securities of the Initiating Holders. Upon the written request of Initiating Holders holding at least ten percent (10%) of the
Registrable Securities then outstanding, the Demand Registration shall be effected by filing the Registration Statement on Form S-3 (if such
form is available for such offering or, if such form is not available for such offering, other appropriate form) (the “ Shelf Registration Statement
»} which provides for the sale by the Participating Stockholders of their Registrable Securities from time to time in underwritten public
offerings pursuant to Rule 415 under the Securities Act (the “ Shelf Option »); provided that (i) the Initiating Holders may not elect the Shelf
Option if the request thereunder is in connection with or would constitute the Company’s IPO and (ii) the Initiating Holders may not elect more
than one Shelf Option within any 365 day period.

(b) The Company agrees to use its commercially reasonable efforts (i) to cause any Registration Statement to be declared effective
(unless it becomes effective automatically upon filing) as promptly as reasonably practicable after the filing thereof and (ii) to keep such
Registration Statement effective for a period of (x) not less than 90 days or, if earlier, the period sufficient to complete the distribution of
the Registrable Securities pursuant to such Registration Statement or (y) in the case of a Shelf Registration Statement, for a period ending
on the first date on which all the Registrable Securities covered by such Shelf Registration Statement have been sold pursuant to such
Shelf Registration Statement, but in no event longer than 180 days. The Company shall be deemed not to have used its commercially
reasonable efforts to keep a Registration Statement effective during the requisite period if it voluntarily takes any action that would result
in the Participating Stockholders not being able to offer and sell their Registrable Securities included in such offering during that period,
unless such action is required by applicable Law or is pursuant to Section 6.06. The Company further agrees to supplement or make
amendments to the Registration Statement as may be necessary to keep such Registration Statement effective for the period set forth in
clause (ii) above, including (A) to respond to the comments of the SEC, if any, (B) as may be required by the registration form utilized by
the Company for such Registration Statement or by the instructions applicable to such registration form, (C) as may be required by the
Securities Act or the rules and regulations thereunder or (D) the Company as may be reasonably requested in writing by any Participating
Stockholder or any Underwriter. The Company agrees, at least ten days before filing with the SEC a Registration Statement or prospectus
and at least two days before filing with the SEC any amendments or supplements thereto, to furnish to the Underwriters, if any, to the
Participating Stockholders, and to one counsel selected by the Participating Stockholders copies of all such documents proposed to be
filed, which documents shall be subject to the review and reasonable comments of such Persons.
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(c) In the event an offering of shares of Registrable Securities involves one or more Underwriters, MTVN Stockholder and RN
Stockholder (provided that they are Participating Stockholders in such offering) will jointly (and if only one such Stockholder is a
Participating Stockholder in such offering, such Stockholder acting individually) select the lead bookrunning Underwriter and any
additional Underwriters in connection with the offering, subject to the reasonable approval of the Company.

(d) Notwithstanding the foregoing provisions of this Section 6.01, the holders of Registrable Securities may not request a Demand
Registration during a period commencing upon filing (or earlier, but not more than 30 days prior to such filing upon notice by the
Company to the holders of Registrable Securities that it so intends to file) a Registration Statement for Equity Securities of the Company
(for its own account or for any other security holder) and ending (i) 90 days after such Registration Statement is declared effective by the
SEC (or becomes automatically effective) or up to 180 days in the case of an underwriting if and to the extent requested by the lead
Underwriter, (ii) upon the withdrawal of such Registration Statement or (iii) 30 days after such notice if no such Registration Statement
has been filed within such 30-day period, whichever occurs first; provided that the foregoing limitation will not apply if the holders of
Registrable Securities were not given the opportunity, in violation of Section 6.01(a) or 6.02, to include its Registrable Securities in the
Registration Statement described in this Section 6.01(d); provided , further , that in no event will the holders of Registrable Securities be
restricted hereunder for more than 180 days in any 12-month period.

(e) The Initiating Holders will be permitted to rescind a Demand Registration at any time; provided that if the Initiating Holders
rescind a Demand Registration, such Demand Registration will nonetheless count as a Demand Registration for purposes of determining
when future Demand Registrations can be requested pursuant to this Section 6.01, unless the Initiating Holders reimburse the Company
for all expenses incurred by the Company in connection with such Demand Registration.

Section 6.02. Piggyback Registration. If the Company proposes to file a Registration Statement under the Securities Act with respect to

an offering of Equity Securities of the Company for the Company’s own account (other than a Registration Statement on Form S-4 or S-8 (or
any substitute form that may be adopted by the SEC)), then the Company will give written notice of such proposed filing to the holders of
Registrable Securities as soon as practicable (but in no event less than 30 days before the anticipated filing date), and upon the written request,
given within 15 days after delivery of any such notice by the Company, of any holder of Registrable Securities to include in such registration
Registrable Securities (which request shall specify the number of Registrable Securities proposed to be included in such registration), the
Company will cause all such Registrable Securities to be included in such registration on the same terms and conditions as the Company’s
Equity Securities to be registered (a “ Piggyback Registration »); provided , however , that if at any time after giving written notice of such
proposed filing and prior to the effective date of the Registration Statement filed in connection with such registration, the Company shall
determine for any reason
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not to proceed with the proposed registration of the securities, the Company may, at its election, give written notice of such determination to
the Participating Stockholders and, thereupon, will be relieved of its obligation to register any Registrable Securities in connection with such
registration. The Company will control the determination of the form of any offering contemplated by this Section 6.02, including whether any
such offering will be in the form of an underwritten offering and, if any such offering is in the form of an underwritten offering, the Company
will select the lead Underwriter and any additional Underwriters in connection with such offering.

Section 6.03. Reduction of Offering . Notwithstanding anything contained herein, if the lead Underwriter of an underwritten offering
described in Section 6.01 or Section 6.02 advises the Company in writing that the number of Bquity Securities of the Company (including any
Registrable Securities) that the Company, the Participating Stockholders and any other Persons intend to include in any Registration Statement
is such that the success of any such offering would be materially and adversely affected, including the price at which the securities can be sold,
then the number of Equity Securities of the Company to be included in the Registration Statement for the account of the Company, the
Participating Stockholders and any other Persons will be reduced pro rata (based on the number of securities to the registered) to the extent
necessary to reduce the total amount of securities to be included in any such Registration Statement to the amount recommended by such lead
Underwriter; provided that (a) priority in the case of a Demand Registration pursuant to Section 6.01 will be (i) first, the Registrable Securities
requested to be included in the Registration Statement for the account of the Participating Stockholders, (ii) second, securities initially proposed
to be offered by the Company for its own account and (ii) third, pro rata among any other securities of the Company requested to be registered
by the holders thereof pursuant to a contractual right, so that the total number of registrable securities to be included in any such offering for the
account of all such Persons will not exceed the number recommended by such lead Underwriter; and (b) priority in the case of a Piggyback
Registration initiated by the Company for its own account pursuant to Section 6.02 will be (i) first, pro rata among securities initially proposed
to be offered by the Company for its own account and Registrable Securities requested to be included in the Registration Statement for the
account of the Participating Stockholders, and (ii) second, pro rata among any other securities of the Company requested to be registered
pursuant to a contractual right, so that the total number of registrable securities to be included in any such offering for the account of all such
Persons will not exceed the number recommended by such lead Underwriter.

Section 6.04. Registration Procedures . (a) Subject to the provisions of Section 6.01, in connection with the registration of the sale of
Registrable Securities hereunder, the Company will as promptly as reasonably practicable:

(i) furnish to the Participating Stockholders without charge, if requested, prior to the filing of a Registration Statement, copies
of such Registration Statement as it is proposed to be filed, and thereafter such number of copies of such Registration Statement,
each amendment and supplement thereto (in each case including all exhibits thereto and documents incorporated by reference
therein), the prospectus included in such Registration Statement (including each preliminary prospectus), copies of any and all
transmittal letters or other correspondence with the SEC relating to such Registration Statement and such other documents in such
quantities as the Participating Stockholders may reasonably request from time to time in order to facilitate the disposition of such
Registrable Securities;
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(ii) use its commercially reasonable efforts to register or qualify such Registrable Securities under such other securities or blue
sky laws of such jurisdictions as the Participating Stockholders reasonably request and do any and all other acts and things as may
be reasonably necessary or advisable to enable the Participating Stockholders to consummate the disposition of such Registrable
Securities in such jurisdictions; provided that the Company will not be required to (x) qualify generally to do business in any
jurisdiction where it would not otherwise be required to qualify but for this Section 6.04(2)(ii), (v) subject itself to taxation in any
such jurisdiction or () consent to general service of process in any such jurisdiction;

(iii) notify the Participating Stockholders at any time when a prospectus relating to Registrable Securities is required to be
delivered under the Securities Act, of the happening of any event as a result of which the prospectus included in a Registration
Statement or amendment or supplement relating to such Registrable Securities contains an untrue statement of a material fact or
omits to state any material fact required to be stated therein or necessary to make the statements therein, in the light of the
circumstances under which they were made, not misleading, and the Company will promptly prepare and file with the SEC a
supplement or amendment to such prospectus and Registration Statement (and comply with the applicable provisions of Rules 424,
430A and 430B under the Securities Act) in a timely manner so that, as thereafter delivered to the purchasers of the Registrable
Securities, such prospectus and Registration Statement will not contain an untrue statement of a material fact or omit to state any
material fact required to be stated therein or necessary to make the statements therein, in the light of the circumstances under which
they were made, not misleading;

(iv) advise the Underwriter, if any, and the Participating Stockholders promptly and, if requested by such Persons, confirm
such advice in writing, of the issuance by the SEC of any stop order suspending the effectiveness of the Registration Statement
under the Securities Act or of the suspension by any state securities commission of the qualification of the Registrable Securities for
offering or sale in any jurisdiction, or the initiation of any proceeding for any of the preceding purposes. If at any time the SEC shall
issue any stop order suspending the effectiveness of the Registration Statement, or any state securities commission or other
regulatory authority shall issue an order suspending the qualification or exemption from qualification of the Registrable Securities
under state securities or blue sky laws, the Company shall use its commercially reasonable efforts to obtain the withdrawal or lifting
of such order at the earliest possible time;

(v) use its commercially reasonable efforts to cause such Registrable Securities to be registered with or approved by such
other governmental entities as may be necessary by virtue of the business and operations of the Company to enable the Participating
Stockholders to consummate the disposition of such Registrable Securities; provided that the Company will not be required to
(%) qualify generally to do business in any jurisdiction where it would not otherwise be required to qualify but for this Section 6.04
(@)(v), () subject itself to taxation in any such jurisdiction or (z) consent to general service of process in any such jurisdiction;
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(vi) enter into agreements and use commercially reasonable efforts to
the Participating Stockholders in order to expedite or facilitate the disposition of such Registrable Securities, including preparing for
and participating in such number of road shows and all such other customary selling efforts as the Underwriters reasonably request
in order to expedite or facilitate such disposition;

(vii) make available for inspection by the Participating Stockholders, any Underwriter participating in any disposition of such
Registrable Securities, and any attorney for the Participating Stockholders and any Underwriter and any accountant or other agent
retained by the Participating Stockholders or any such Underwriter (collectively, the “ Inspectors ”), all financial and other records,
pertinent corporate documents and properties of the Company (collectively, the “ Records ”) as will be reasonably necessary to
enable them to conduct customary due diligence with respect to the Company and the related Registration Statement and
prospectus, and cause the Representatives of the Company and its Subsidiaries to supply all information reasonably requested by
any such Inspector in connection with such disposition; provided that (x) Records and information obtained hereunder will be used
by such Inspector only to conduct such due diligence and (y) Records or information that the Company determines, in good faith, to
be confidential will not be disclosed by such Inspector unless (A) the disclosure of such Records or information is necessary to
avoid or correct a material misstatement or omission in a Registration Statement or related prospectus or (B) the release of such
Records or information is ordered pursuant to a subpoena or other order from a court or governmental entity with competent
jurisdiction;

(viii) use its commercially reasonable efforts to obtain and deliver to each Underwriter a comfort letter from the independent
public accountants for the Company in customary form and covering such matters of the type customarily covered by comfort
letters as such Underwriter may reasonably request;

(ix) use its commercially reasonable efforts to obtain and deliver to each Underwriter a 10b-5 statement and legal opinion
from the Company’s counsel in customary form and covering such matters as are customarily covered by 10b-5 statements and
legal opinions as such Underwriter may reasonably request;

(%) otherwise use its commercially reasonable efforts to comply with all applicable rules and regulations of the SEC, and
make generally available to its security holders, within the required time period, an earnings statement covering a period of 12
months, beginning with the first fiscal quarter after the effective date of the Registration Statement relating to such Registrable
Securities (as the term “effective date” is defined in Rule 158(c) under the Securities Act), which earnings statement will satisfy the
provisions of Section 11(a) of the Securities Act and Rule 158 thereunder or any successor provisions thereto; and

23



LT L e Ll e AR Mo v S dodsoe ANl Rt L A LT SNSRI, I T S UARRIRA T SR LS R

(xi) use its commercially reasonable efforts to cause such Registrable Securities to be listed or quoted on a national securities

exchange or national quotation system.

(b) In connection with the Registration Statement relating to such Registrable Securities covering an underwritten offering, the
Company and the Participating Stockholders agree to enter into a written agreement with each Underwriter selected in the manner herein
provided in such form and containing such provisions (including as to indemnification and contribution) as are customary in the securities
business for such an arrangement between such Underwriter and companies of the Company’s size and investment stature at the time of
the offering. The representations and warranties by, and the other agreements on the part of, the Company to and for the benefit of such
Underwriter in such written agreement with such Underwriter will also be made to and for the benefit of the Participating Stockholders.

Section 6.05. Information and Developments .

(a) The Company may require the Participating Stockholders to furnish to the Company such information regarding the
Participating Stockholders or the distribution of such Registrable Securities as the Company may from time to time reasonably request in
writing, in each case only as required by the Securities Act or the rules and regulations thereunder or under state securities or blue sky
laws.

(b) Each Participating Stockholder agrees that, upon receipt of any notice from the Company of the happening of any event of the
kind described in Section 6.04(a)(iii) hereof or a condition described in Section 6.06, such Participating Stockholder will forthwith
discontinue disposition of such Registrable Securities pursuant to the Registration Statement covering the sale of such Registrable
Securities until such Participating Stockholder’s receipt of the copies of the supplemented or amended prospectus contemplated by
Section 6.04(a)(iii) hereof or notice from the Company of the termination of the Deferral Period.

Section 6.06. Black-out Period. The Company’s obligations to file or maintain the effectiveness of a Registration Statement pursuant to
Section 6.01 and Section 6.02 hereof will be suspended if compliance with such obligations would require the Company to disclose a material
financing, acquisition, disposition or other similar corporate development or other materially adverse non-public information concerning the
Company, in each case which the Company is not otherwise required to disclose at such time, and the Board has reasonably determined that
such disclosure would be significantly disadvantageous to the Company, in which case the Company shall furnish to the Participating
Stockholders a resolution of the Board stating that the Company is delaying compliance with such obligations pursuant to this Section 6.06 and
setting forth in reasonable detail the reasons, subject to any confidentiality obligations; provided that any such suspension will not exceed
90 days and all such suspensions will not exceed 180 days in any 12-month period (the “ Deferral Period ). The Company will promptly give
the Participating Stockholders written notice of any such suspension containing the approximate length of the anticipated delay, and the
Company will notify the Participating Stockholders upon the termination of the Deferral Period.
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Section 6.07. Registration Expenses. All fees and expenses incident to the Company’s performance of or compliance with the obligations
of this Article VI, including all fees and expenses of compliance with securities or blue sky laws (including reasonable fees and disbursements
of counsel for any Underwriters in connection with blue sky qualifications of Registrable Securities), printing expenses, messenger and
delivery expenses of the Company, any registration or filing fees payable under any Federal or state securities or blue sky laws, the fees and
expenses incurred in connection with any listing or quoting of the securities to be registered on any national securities exchange or automated
quotation system, fees of The Financial Industry Regulatory Authority, fees and disbursements of counsel for the Company, fees of its
independent certified public accountants and any other public accountants who are required to deliver comfort letters (including the expenses
required by or incident to such performance), transfer taxes, fees of transfer agents and registrars, costs of insurance, reasonable fees and
expenses of one counsel (in addition to any local counsel) for the Participating Stockholders (such fees and expenses of counsel for the
Participating Stockholders not to exceed $25,000 in the aggregate) and the fees and expenses of other Persons retained by the Company will be
botne by the Company. The Participating Stockholders will bear and pay any underwriting discounts and commissions and stock transfer taxes
applicable to Registrable Securities offered for its account pursuant to any Registration Statement.

Section 6.08. Indemnification; Contribution .

() In connection with any registration of Registrable Securities pursuant to Section 6.01 or Section 6.02 hereof, the Company
agrees to indemnify and hold harmless, to the fullest extent permitted by Law, each Participating Stockholder, their Affiliates, directors,
officers and stockholders and each Person who controls each such Participating Stockholder within the meaning of either Section 15 of
the Securities Act or Section 20 of the Exchange Act (collectively, the * Indemnified Persons ) against any and all losses, claims,
damages, liabilities and expenses, joint or several (including reasonable attorneys’ fees) caused by any untrue or alleged untrue statement
of material fact contained in any part of any Registration Statement, any preliminary or final prospectus used in connection with the
Registrable Securities or any Issuer FWP, or any omission or alleged omission to state therein a material fact required to be stated therein
or necessary to make the statements therein (in the case of a prospectus, in the light of the circumstances under which they were made)
not misleading; provided that the Company will not be required to indemnify any Indemnified Persons for any losses, claims, damages,
liabilities or expenses resulting from any such untrue statement or omission if such untrue statement or omission was made in reliance on
and in conformity with any information with respect to any Indemnified Person furnished to the Company in writing by a Participating
Stockholder expressly for use therein. In connection with an underwritten offering, the Company will indemnify each Underwriter, the
officers and directors of such Underwriter, and each Person who controls such Underwriter (within the meaning of either the Securities
Act or the Exchange Act) to the same extent as provided above with respect to the indemnification of the Participating Stockholders;
provided that such Underwriter agrees to indemnify the Company to the same extent as provided below with respect to the
indemnification of the Company by the Participating Stockholders.

(b) In connection with any Registration Statement, preliminary or final prospectus or Issuer FWP, each Participating Stockholder,
severally and not jointly. agrees to
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indemnify the Company, the Directors, its officers who sign such Registration Statement and each Person, if any, who contr
Company (within the meaning of either Section 15 of the Securities Act or Section 20 of the Exchange Act) to the same extent as the
foregoing indemnity from the Company to the Participating Stockholders, but only with respect to information with respect to any
Indemnified Person furnished to the Company in writing by such Participating Stockholder expressly for use in such Registration
Statement, preliminary or final prospectus, or Issuer FWP.

() In case any proceeding (including any governmental investigation) will be instituted involving any Person in respect of which
indemnity may be sought pursuant to Section 6.08(2) or (b), such Person (hereinafter called the “ indemnified party ) will promptly
notify the Person against whom such indemnity may be sought (hereinafter called the ¢ indemnifying party ) in writing and the
indemnifying party, upon request of the indemnified party, will retain counsel reasonably satisfactory to the indemnified party to
represent the indemnified party and will pay the fees and disbursements of such counsel related to such proceeding; provided that failure
to so notify an indemnifying party shall not relieve it from any liability which it may have hereunder, except to the extent that the
indemnifying party is materially prejudiced by such failure to give notice. In any such proceeding, any indemnified party will have the
right to retain its own counsel, but the fees and expenses of such counsel will be at the expense of such indemnified party unless (i) the
indemnifying party and the indemnified party will have mutually agreed to the retention of such counsel or (ii) the named parties to any
such proceeding (including any impleaded parties) include both the indemnifying party and the indemnified party and the indemnified
party will have been advised in writing by counsel that representation of both parties by the same counse] would be inappropriate due to
actual or potential conflicting interests between them. It is understood that the indemnifying party will not, in connection with any
proceeding or related proceedings in the same jurisdiction, be liable for the reasonable fees and expenses of more than one separate firm
of attorneys (in addition to any local counsel) at any time for all such indemnified parties, and that all such reasonable fees and expenses
will be reimbursed as they are incurred. In the case of the retention of any such separate firm for the indemnified parties, such firm will be
designated in writing by the indemnified parties. The indemnifying party will not be liable for any settlement of any proceeding effected
without its written consent, but if settled with such consent or if there has been a final judgment for the plaintiff, the indemnifying party
agrees to indemnify the indemnified party from and against any loss or liability by reason of such settlement or judgment.
Notwithstanding the foregoing sentence, if at any time an indemnified party will have requested an indemnifying party to reimburse the
indemmified party for reasonable fees and expenses of counsel as contemplated by the third sentence of this Section 6.08(c), the
indemnifying party agrees that it will be liable for any settlement of any proceeding effected without its written consent if () such
settlement is entered into more than 15 days after receipt by such indemnifying party of the aforesaid request and (ii) such indemnifying
party will not have reimbursed the indemnified party in accordance with such request or reasonably objected in writing, on the basis of
the standards set forth herein, to the propriety of such reimbursement prior to the date of such settlement. No indemnifying party will,
without the prior written consent of the indemnified party, effect any settlement of any pending or threatened proceeding in respect of
which any indemnified party is or could have been a party and indemnity could have been sought hereunder by such indemnified party,
unless such settlement is of a claim for monetary
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damages only, such claim has been settled by the payment of money only and such settlement includes an unconditional release of such
indemnified party from all liability on claims that are the subject matter of such proceeding.

(d) If the indemnification provided for in this Section 6.08 from the indemnifying party is unavailable to an indemnified party
hereunder in respect of any losses, claims, damages, liabilities or expenses referred to in this Section 6.08, then the indemnifying party, in
lieu of indemnifying such indemnified party, will contribute to the amount paid or payable by such indemnified party as a result of such
losses, claims, damages, liabilities or expenses in such proportion as is appropriate to reflect the relative fault of the indemnifying party
and indemnified party in connection with the actions that resulted in such losses, claims, damages, liabilities or expenses, as well as any
other relevant equitable considerations. The relative fault of such indemnifying party and indemnified party will be determined by
reference to, among other things, whether any action in question, including any untrue or alleged untrue statement of a material fact or
omission or alleged omission to state a material fact, has been made by, or relates to information supplied by, such indemnifying party or
indemnified party, and the parties’ relative intent, knowledge, access to information and opportunity to correct or prevent such action.
The amount paid or payable by a party as a result of the losses, claims, damages, liabilities and expenses referred to above will be deemed
to include, subject to the limitations set forth in Section 6.08(c), any legal or other fees or expenses reasonably incurred by such party in
connection with any investigation or proceeding.

() The parties agree that it would not be just and equitable if contribution pursuant to Section 6.08(d) were determined by pro rata
allocation or by any other method of allocation that does not take into account the equitable considerations referred to in Section 6.08(d).
No Person guilty of “fraudulent misrepresentation” (within the meaning of Section 11(f) of the Securities Act) will be entitled to
contribution from any Person who was not guilty of such fraudulent misrepresentation.

(f) Notwithstanding the provisions of this Section 6.08, no Participating Stockholder shall be required to make any indemnification
or contribution payment, in the aggregate, in any amount in excess of the amount of the net proceeds received by such Participating
Stockholder with respect to the Registrable Securities.

(g) If indemnification is available under this Section 6.08, the indemnifying party will indemnify each indemnified party to the full
extent provided in Sections 6.08(2) and (b) without regard to the relative fault of said indemnifying party or indemnified party or any
other equitable consideration provided for in Section 6.08(d) or ().

Section 6.09. Lock-Up . If and to the extent requested by the lead Underwriter of the Company’s IPO, the Company and the Participating
Stockholders agree not to, and the Company shall use commercially reasonable efforts to cause its officers and directors not to, effect, and to
cause their respective Affiliates not to effect, except as part of such registration, any offer, sale, pledge, transfer or other distribution or
disposition or any agreement with respect to the foregoing, of the issue of Registrable Securities being registered or offered, as applicable, or of
a similar security of the Company, or any securities into which such Registrable Securities
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are convernble or any securities convernblc into, or exchangeable or exermsable for, such Reg1strable Secur1t1es mcludlng a sale pursuant to
Rule 144 under the Securities Act, during a penod of up to 180 days after the effective date of such registration as reasonably requested by the
lead Underwriter; provided that such agreement shall only be applicable if all officers, directors and holders of more than one percent (1%) of
the Voting Stock of the Company enter into similar agreements; and provided further that if the Company or the lead Underwriter release any
Registrable Securities or any other securities (the “ Released Securities ) from the restrictions contemplated by this Section 6.09 before the end
of the period set by the Company or the lead Underwriter, then the Registrable Securities of each Participating Stockholder shall be released
from the restrictions contemplated by this Section 6.09 in the same proportion as the Released Securities bear to the total number of securities
held by such Participating Stockholder that were subject to the restrictions contemplated by this Section 6.09.

ARTICLE VII
General Provisions

Section 7.01. Notices . All notices, requests and other communications to any party hereunder shall be in writing (including a facsimile or
similar writing) and shall be given to such party at the address or facsimile number set forth below or as such party shall hereafter specify for
the purpose by notice to the other parties. Each such notice, request or other communication shall be effective (i) if given by facsimile, at the
time such facsimile is transmitted and the appropriate confirmation is received (or, if such time is not during a Business Day, at the beginning
of the next such Business Day), (ii) if given by mail, five (5) Business Days (or (x) if by overnight courier, one (1) Business Day or (y) if to an
address outside the United States, seven (7) Business Days) after such communication is deposited in the mails with first-class postage prepaid,
addressed as aforesaid or (iii) if given by any other means, when delivered at the address specified pursuant to this Section 7.01.

(1) if to the Company, to:

Rhapsody International Inc.

1420 Fifth Avenue

Suite 1500

Seattle, Washington 98101

Email: jirwin@rhapsody.com
Attention: Chief Operating Officer

(ii) if to RN Sub or RN Parent, to:

2601 Elliott Avenue
Suite 1000

Seattle, WA 98121
Phone: 206-674-2700
Email: tdaw@real.com
Attention: Tracy D. Daw
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with a copy to:
Weil, Gotshal & Manges LLP
767 Fifth Avenue
New York, NY 10153
Phone: 212-310-8000
Fax: 212-310-8007
Email: ted.waksman@weil.com and steven.peck@weil.com
Attention: Ted S. Waksman and Steven M. Peck

(iii) if to MTVN Sub or MTVN Parent, to:

1515 Broadway

New York, NY 10036

Phone: 212-258-6070

Fax: 212-258-6099

Email: michael.fricklas@viacom.com
Attention: Michael D. Fricklas

with a copy to:

Cravath, Swaine & Moore LLP
825 Eighth Avenue

New York, NY 10019

Phone: 212-474-1000

Fax: 212-474-3700

Email: fsaeced@cravath.com
Attention: Faiza J. Saeed

(iv) if to Napster or Napster Parent, to:

Best Buy Co., Inc.

7601 Penn Ave. S.

Minneapolis, Minnesota 55423

Fax: 612-292-2323

Attention: Legal Department - M&A

with a copy to:

Dorsey & Whitney LLP

Suite 1500

50 South Sixth Street

Minneapolis, Minnesota 55402

Fax: 612-340-7800

Email: knopf.matthew@dorsey.com and marsalek. john@dorsey.com
Attention: Matthew J. Knopf and John Marsalek
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(v) if to any Other Stockholder, to such address as set forth on Schedule F .

Section 7.02. Counterparts . This Agreement may be executed in multiple counterparts, each of which shall be deemed an original and all
of which, taken together, shall constitute one and the same instrument and shall become effective when one or more counterparts have been
signed by each of the parties and delivered to the other parties.

Section 7.03. Integration . This Agreement, the Transaction Agreement, the Asset Purchase Agreement, the Transaction Documents (as
defined in the Transaction Agreement) and all other written agreements contemporaneously entered into herewith by the parties constitute the
entire agreement among the parties hereto pertaining to the subject matter hereof and supersede all prior agreements and understandings of the
parties in connection herewith, and no covenant, representation or condition not expressed in this Agreement shall affect, or be effective to
interpret, change or restrict, the express provisions of this Agreement.

Section 7.04. No Third Party Beneficiaries . This Agreement shall be binding upon and inure to the benefit of all the parties hereto and
their successors and assigns, and their legal representatives. No Stockholder may assign this Agreement or any of its rights, interests or
obligations in connection with a Transfer of Voting Stock hereunder except to the extent such rights, interests and obligations relate to Voting
Stock and the Transfer of such Voting Stock is in accordance with this Agreement and is provided for or contemplated herein.

Section 7.05. Applicable Law; Consent to Jurisdiction . This Agreement shall be governed by and construed in accordance with the laws
of the State of New York without giving effect to the conflicts of law principles thereof. The Company and each of the Stockholders, by its, his
or her execution hereof, (i) hereby irrevocably submit to the exclusive jurisdiction of the state and Federal courts located within the borough of
Manhattan of the City, County and State of New York for the purposes of any claim or action arising out of or based upon this Agreement or
relating to the subject matter hereof, (ii) hereby waive, to the extent not prohibited by applicable law, and agree not to assert by way of motion,
as a defense or otherwise, in any such claim or action, any claim that it, he or she is not subject personally to the jurisdiction of the above-
named courts, that its, his or her property is exempt or immune from attachment or execution, that any such proceeding brought in the above-
named courts is improper or that this Agreement or the subject matter hereof may not be enforced in or by such courts and (iii) hereby agree not
to commence any claim or action arising out of or based upon this Agreement or relating to the subject matter hereof other than before the
above-named courts nor to make any motion or take any other action seeking or intending to cause the transfer or removal of any such claim or
action to any court other than the above-named courts whether on the grounds of inconvenient forum or otherwise. The Company and each of
the Stockholders hereby consent to service of process in any such proceeding, and agree that service of process by registered or certified mail,
return receipt requested, at its address specified pursuant to Section 7.01, is reasonably calculated to give actual notice.

Section 7.06. Severability . Each provision of this Agreement shall be considered separable and if for any reason any provision or
provisions hereof are determined to be invalid and contrary to any existing or future law, such invalidity shall not impair the operation of or
affect those portions of this Agreement which are valid; provided , however , that in such case the Stockholders shall endeavor to amend or
modify this Agreement to achieve to the extent reasonably practicable the purpose of the invalid provision or provisions.
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Section 7.07. Amendment . Any amendments, modifications, supplements, restatements to or waivers of, or the termination of, this
Agreement shall require the consent of: (i) RN Stockholder, for so long as RN Stockholder has a right to designate at least one Director
pursuant to Section 2.01(a)(i); (ii) MTVN Stockholder, for so long as MTVN Stockholder has a right to designate at least one Director pursuant
to Section 2.01(a)(ii); (iii) Napster Stockholder with respect to any amendment to Section 3.08 and (iv) the Company; provided that no such
amendment, modification, supplement, restatement, waiver or termination shall have a disproportionate and materially adverse effect on the
interests of a party hereunder or thereunder without the written consent of such party so affected.

Section 7.08. Headings . The titles of the sections and subsections of this Agreement are for convenience of reference only and shall not
be interpreted to limit or amplify the provisions of this Agreement.

Section 7.09. Waiver of a Jury Trial . Each of the parties to this Agreement irrevocably waives any and all right to trial by jury in any
legal proceeding arising out of or relating to this Agreement.

Section 7.10. Enforcement . (a)Bach party hereto acknowledges that the other parties would not have an adequate remedy at law for
money damages in the event that any of the covenants or agreements of any of the other parties in this Agreement were not performed in
accordance with its terms, and it is therefore agreed that each party hereto, in addition to and without limiting any other remedy or right it may
have, will have the right to an injunction or other equitable relief in any court of competent jurisdiction, enjoining any such actual or potential
breach and enforcing specifically the terms and provisions hereof, and each party hereto hereby waives (i) any and all defenses they may have
on the ground of lack of jurisdiction or competence of the court to grant such an injunction or other equitable relief and (ii) the need to post any
bond that may be required in connection with the granting of such an injunction or other equitable relief.

(b) All rights, powers and remedies provided under this Agreement or otherwise available in respect hereof at law or in equity shall
be cumulative and not alternative, and the exercise or beginning of the exercise of any thereof by any party shall not preclude the
simultaneous or later exercise of any other such right, power or remedy by such party.

Section 7.11. Waiver . No failure by any party to insist upon the strict performance of any covenant, agreement, term or condition of this
Agreement or to exercise any right or remedy consequent upon a breach of such or any other covenant, agreement, term or condition shall
operate as a waiver of such or any other covenant, agreement, term or condition of this Agreement. Any party by notice given in accordance
with Section 7.01 may, but shall not be under any obligation to, waive any of its rights or conditions to its obligations hereunder, or any duty,
obligation or covenant of any other party. No waiver shall affect or alter the remainder of this Agreement but each and every covenant,
agreement, term and condition hereof shall continue in full force and effect with respect to any other then existing or subsequent breach.
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Section 7.12. Confidentiality . Each Stockholder expressly acknowledges that such Stockholder may receive confidential and proprietary
information relating to the Company, including information relating to the Company’s financial condition and business plans, and that the
disclosure of such confidential information to a third party would cause irreparable injury to the Company. Except with the prior written
consent of the Company, no Stockholder shall disclose any such information to a third party (other than on a “need to know” basis to any
Affiliate or any employee, agent, representative or contractor of such Stockholder or its Affiliates), and each Stockholder shall use reasonable
efforts to preserve the confidentiality of such information. The obligations of each Stockholder under this Section 7.12 shall survive the
termination of this Agreement for a period of two years. Information exchanged between Stockholders shall be non-confidential unless
exchanged pursuant to a separate confidentiality agreement executed between such Stockholders. Notwithstanding the foregoing, a Stockholder
shall not be bound by the confidentiality obligations in this Section 7.12 with respect to any information that is currently or becomes
(a) required to be disclosed by such Stockholder pursuant to applicable law (but only to the extent of such requirement), (b) publicly known or
available without unlawful action or improper disclosure on the part of such Stockholder or (c) known or available to such Stockholder via
legitimate means other than through or on behalf of the Company or the other Stockholders.

o o

Section 7.13. Other Stockholders . Subject to the restrictions on Transfers of Voting Stock contained herein, any Person who is not RN
Stockholder, MTVN Stockholder or Napster Stockholder acquiring Voting Stock (* Other Stockholder ™), shall, on or before the transfer or
issuance to it of Voting Stock and as a condition precedent thereto, sign an Adoption Agreement. Upon the Transfer of all (but not less than alf)
of the Voting Stock owned by RN Stockholder, MTVN Stockholder or Napster Stockholder to an Other Stockholder, such Stockholder shall be
assigned the rights, interests and obligations hereunder of RN Stockholder, MTVN Stockholder or Napster Stockholder, as applicable, to the
extent that RN Stockholder, MTVN Stockholder or Napster Stockholder, as applicable, has rights, interests and obligations immediately prior
to such Transfer. The name and address of each Other Stockholder shall be listed on Schedule F , as amended from time to time.

Section 7.14. Publicity . Neither the Company nor any Stockholder shall issue any public release or make any press statement about the
Company, its business or the transactions contemplated hereby without the consent of each Stockholder, except as otherwise required by
applicable law.

Section 7.15. Absence of Presumption . The parties hereto have participated jointly in the negotiation and drafting of this Agreement and,
in the event of ambiguity or in the event that any question of intent or interpretation arises, this Agreement shall be construed as if drafted
jointly by such parties and no presumption or burden of proof shall arise favoring or disfavoring any party by virtue of the authorship of any of
the provisions of this Agreement.
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Section 7.16. Expenses . Each Stockholder shall be responsible for its own expenses incurred in connection with this Agreement.

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]
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IN WITNESS

34

WHEREOF, each party has duly executed this Agreement as of the date first written above.

Pt TR GMNRIRRL . PO SR b

RHAPSODY INTERNATIONAL INC.

By /s/ Jon M. Irwin

Name: Jon M. Irwin
Title: President

REALNETWORKS, INC,

By /s/ Michael Lunsford

Name: Michael Lunsford
Title: Executive Vice President

REALNETWORKS DIGITAL MUSIC OF
CALIFORNIA, INC.

By /s/ Michael Lunsford

Name: Michael Lunsford
Title: President

VIACOM INTERNATIONAL INC.

By /s/ W.Keyes Hill-Edgar

Name: W. Keyes Hill-Edgar
Title: Senior Vice President & Assistant
Secretary

DMS HOLDCO INC.

By /s/ W.Keyes Hill-Edgar

Name: W. Keyes Hill-Edgar
Title: Senior Vice President &
Assistant Secretary
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BEST BUY CO., INC.

by  /c/ Chris Homeister

Name:Chris Homeister
Title:General Manager & SVP

NAPSTER, LLC

By  /s/ Christopher W. Allen

Name: Christopher W. Allen
Title: General Manager - Napster
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S UBSIDIARIES OF R EAL N ETWORKS, INC.

Name of Subsidiary
Atrativa Latin America Ltda.

Backstage Technologies Incorporated

Beijing RealNetworks Technology Co. Ltd.

Game Trust, Inc.

HiFind Systems AG

Listen.com, Inc.

Mr. Goodliving Ltd.

PT RealNetworks Indonesia

Game House Europe B.V. (formerly RealGames Europe B.V. and Zylom Media Group B.V.)
RealNetworks Asia Pacific Co., Ltd. (formerly WiderThan Co., Ltd.)
RealNetworks Australia Pty. Limited

RealNetworks Digital Music of California, Inc.
RealNetworks Dijital Medya Yazilim Limited Sirketi
RealNetworks Finland Oy

RealNetworks Global, Inc.

RealNetworks GmbH

RealNetworks GmbH (formerly Sony NetServices GmbH)
RealNetworks Hong Kong, Limited

RealNetworks India Pvt. Ltd.

RealNetworks International SARL

RealNetworks Investments LLC

RealNetworks K.K.

RealNetworks Korea, Ltd.

RealNetworks Ltd.

RealNetworks of Brazil LtdA

RealNetworks of Mexico, S. de R.L. de C.V.
RealNetworks Singapore Pte. Limited
RealNetworks, SARL

Rhapsody International Inc.

Rhapsody International SARL

Ring Back Tones Australia Pty. Limited

RN Acquisition Corp.

RN Gemco, Inc.

RN International Holdings B.V.

RN International Holdings C.V.

Syncredible, Inc.

TM Acquisition LLC

Trymedia Systems Sociedad Limitada

Varia LLC

WiderThan UK Ltd.

T xasiT 21.1

Jurisdiction of Incoxporation

Brazil

British Columbia, Canada
China

Delaware
Germany
California
Finland
Indonesia

The Netherlands
Republic of Korea
Australia
California
Turkey

Finland
Delaware
Germany
Austria

Hong Kong
India
Luxembourg
Delaware

Japan

Republic of Korea
United Kingdom
Brazil

Mexico
Singapore
France
Delaware
Luxembourg
Australia
Washington
Delaware

The Netherlands
The Netherlands
Delaware
Delaware

Spain

Delaware
United Kingdom
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EXHIBIT 23.1
Consent of Independent Registered Public Accounting Firm

The Board of Directors
RealNetworks, Inc.:

We consent to the incorporation by reference in the registration statement (No. 333-114088) on Form S-3 and (Nos. 333-63333, 333-128444
and 333-147279) on Form S-8 of RealNetworks, Inc. of our reports dated February 29, 2012, with respect to the consolidated balance sheets of
RealNetworks, Inc. as of December 31, 2011 and 2010, and the related consolidated statements of operations and comprehensive income (loss),
cash flows, and shareholders’ equity and noncontrolling interest for each of the years in the three-year period ended December 31, 2011, and
the effectiveness of internal control over financial reporting as of December 31, 2011, which reports appear in the December 31, 2011 annual
report on Form 10-K of RealNetworks, Inc.

/s/ KPMG LLP

Seattle, Washington
February 29, 2012
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EXHIBIT 31.1

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Thomas Nielsen, certify that:
1.
2.

1 have reviewed this report on Form 10-K of RealNetworks, Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the
period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to
us by others within those entities, particularly during the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under
our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting principles;

¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such
evaluation; and

d)  Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s
most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is
reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent
functions):

a)  All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b)  Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s
internal control over financial reporting.

Date: February 29, 2012

/s/ THOMAS NIELSEN

Thomas Nielsen
Title: President and Chief Executive Officer
(Principal Executive Officer)
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EXHIBIT 31.2

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

1, Michael Eggers, certify that:

1.
2.

I have reviewed this report on Form 10-K of RealNetworks, Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the
period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to
us by others within those entities, particularly during the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under
our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting principles;

¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such
evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s
most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is
reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent
functions):

a)  All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b)  Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s
internal control over financial reporting.

Date: February 29, 2012

/s/ MICHAEL EGGERS

Michael Eggers
Title: Senior Vice President, Chief Financial Officer and
Treasurer (Principal Financial and Accounting Officer)
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EXHIBIT 32.1

CERTIFICATION PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
(18 U.S.C. SECTION 1350)

I, Thomas Nielsen, President, Chief Executive Officer and Director of RealNetworks, Inc., certify, pursuant to 18 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that the Annual Report of RealNetworks, Inc. on Form 10-K for the fiscal
year ended December 31, 2011 fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934 and that
information contained in such Annual Report on Form 10-K fairly presents in all material respects the financial condition and results of
operations of RealNetworks, Inc.

Date: February 29, 2012

By: /s/ THOMAS NIELSEN

Name: Thomas Nielsen
Title: President and Chief Executive Officer
(Principal Executive Officer)

A signed original of this written statement required by Section 906 has been provided to RealNetworks, Inc. and will be retained by
RealNetworks, Inc. and furnished to the Securities and Exchange Commission or its staff upon request.
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EXHIBIT 32.2

CERTIFICATION PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
(18 U.S.C. SECTION 1350)

I, Michael Eggers, Senior Vice President, Chief Financial Officer and Treasurer of RealNetworks, Inc., certify, pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that the Annual Report of RealNetworks, Inc. on Form
10-K for the fiscal year ended December 31, 2011 fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange
Act of 1934 and that information contained in such Annual Report on Form 10-K fairly presents in all material respects the financial condition
and results of operations of RealNetworks, Inc.

Date: February 29, 2012

By:  /s/ MICHAEL EGGERS

Name: Michael Eggers

Title: Senior Vice President, Chief Financial Officer
and Treasurer (Principal Financial and
Accounting Officer)

A signed original of this written statement required by Section 906 has been provided to RealNetworks, Inc. and will be retained by
RealNetworks, Inc. and furnished to the Securities and Exchange Commission or its staff upon request.
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PUBLIC VERSION

Music Choice
Table 1: Actual Residential Music Business Income Statement Performance
January 1, 1996 - December 31, 2011




Music Choice
Table LA - Historical Residential Music Business Performance Assuming a 45% Sound Exchange Rate
January 1, 1996 - December 31, 2011

PUBLIC VERSION
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PUBLIC VERION

Music Choice
Table 2 - Residential Music Business Projections Using Current Sound Exchange Royalty Rate
January 1, 1996 - December 31, 2017
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PUBLIC VERION

Music Choice
Table 2.A - Downside Seenario 1: Residential Music Business Projection Using Current Sound Exchange Royalty Rate |
January 1, 1996 - December 31, 2017 |
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PUBLIC VERION

Music Choice
Residential Music Business Projection Using Current Sound Exchange Royalty Rate

Table 2.B - Downside Scenario 2:
January 1, 1996 - December 31, 2817
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PUBLIC VERSION

Music Choice
Table 3 - Residential Music Business Projections Assurming Sound Exchange Rate Proposal
January 1, 1996 - December 31, 2017
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PUBLIC VERSION

Mausic Choice
Table 3.4 - Downside Scenaric 1: Residential Music Business Projections Assuming Sound Exchange Rate Proposal
January 1, 1996 - December 31, 2017
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PUBLIC VERSION
|

Music Choice
Table 3.B - Downside Scenario 2: Residential Music Business Projections Assuming Sound Exchange Rate Proposal |
January 1, 1996 - December 31, 2017 ‘




